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CHAPTER ONE: INTRODUCTION 


... [The] retail industry 1s an exciting, fast-paced, but brutally competitive business. It’s tough 
to make a buck. It’s driven by hard-nosed, intelligent people who are ruthless at maximizing 


the value they get from a dollar. The difficulty we face is those people are our customers.' 


There is a wave of change gaining momentum as it moves with increasing force toward all elements 
of Canada’s book industry. This process is a mix of domestic and international forces in large part tied 
to technological innovations and concurrent shifts in the way books are produced, manufactured and 
distributed. These changes are imposing new pressures on the economic structure and organization of 
companies that produce and distribute their materials. Change is equally dramatic at the retail level, 
challenging traditional conceptions of how products are marketed and how consumers make choices. 


Canada is not alone in its need to find effective ways to respond to these forces. Our small, thinly 
distributed, culturally diverse nation borders the world’s largest entrepreneurial entertainment and 
cultural enterprise. Internationally, ongoing corporate consolidation is enabling a select few to 
dominate the cultural arena across all creative sectors. 


Canada’s book industry is by no means immune to these forces. Predominantly foreign-owned 
transnational corporations increasingly hold the power to influence the literary personality of the 
countries where they operate, thus enabling a book promoted on an American talk show to speed its 
way into the top-ten list not only in the U.S., but also in Canada, Britain and elsewhere. Similarly, 
French-language success stories in Canada and Europe often appear on the same best-seller lists on 
both sides of the Atlantic. 


Television may be one of the most influential, but is by no means the only medium that can drive sales 
and shape tastes. Most notably, the sudden popularisation and maturation of the Internet has disrupted 
traditional modes of interaction across the creative continuum — from the way words and images are 
created, produced, distributed and accessed, to the way consumers make choices and purchases. This 
is prompting serious concerns for conventional retailers, who stand to lose not only customers, but 
their businesses unless they adapt quickly, find new niches, or develop new approaches to customer 
service. 


As a new communications context, the Internet is also wreaking havoc with traditional book reading 
and buying cultures. For some long-established Canadian booksellers, it is already too late; for others, 
it has been an opportunity to retool, adapt and flourish. 


A. REPORT FOCUS 


The purpose of this introduction is to prepare the reader for the chapters that follow. It attempts to 
identify and disentangle some of the links in the book chain with a view to setting the groundwork 


' Mr. Peter Woolford, Senior Vice-President, Policy, Retail Council of Canada, 29 February 2000. 


for the evidence heard by the Committee. This chapter is also intended to pave the way for the 
recommendations that stem from the evidence heard. Although this report will address a number of 
individual components, the Committee is aware that, together, they contribute to Canada’s vibrant 
publishing and literary ecosystem. Accordingly, the recommendations contained in this report are 
designed to address the long-term wellbeing of Canada’s book sector. 


1. Background 


The Standing Committee on Canadian Heritage began its study of Canada’s book distribution 
industry in December 1999 with briefings from representatives of the Book Publishing Program from 
the Department of Canadian Heritage, the Canadian Booksellers Association (CBA) and two 
independent booksellers. As Sheryl] McKean, Executive Director of the CBA explained: 


Like many other sectors of the economy, Canada’s book selling business has undergone 
tremendous changes in the last ten years. Technological innovation has affected every stage 
of our business from writer to reader, including publication, marketing, distribution, and 
retailing. These changes are significant enough to justify a close examination by 
parliamentarians of the legislation and regulations in place in order to ensure that they still 


respond to public policy objectives.’ 


Similarly, Don Stephenson, Director General, Cultural Industries with the Department of Canadian 
Heritage noted: 


We have to understand the impact of fewer independents and more large stores, which is a 

Story that goes across the economy. It’s not exclusive to book publishing. It’s not exclusive to 

the cultural industry. We need to understand the effect this change in the structure of the 

marketplace will have on the production of Canadian content and its reaching Canadian 

readers.’ 
Given these concerns, the Committee decided that there was sufficient reason to undertake a 
background study of Canada’s book industry, particularly on the current circumstances of 
distribution, wholesaling and retailing. 


Library of Parliament researchers in collaboration with expert consultants conducted a background 
study between December 1999 and February 2000. Following from the lessons of that study, the 
Committee decided in February 2000 to conduct a more focused review of Canada’s book industry. 
Between that time and May 2000, the Committee heard from over 55 witnesses, representing 
publishers, writers, wholesalers, retailers. librarians, consumers, industry analysts, statisticians and 
other industry experts.‘ 


* Ms. Sheryl McKean, Executive Director, Canadian Booksellers Association, 7 December 1999. 

* Mr. Don Stephenson, Director General, Cultural Industries, Department of Canadian Heritage, 7 December 
1999. 

* It is important to point out, however, that this is not a representative sample of all key industry stakeholders. 
Witnesses were selected on the basis of relevance to the study and their availability. Some individuals who 
were invited, declined to appear, whereas some contacted the Committee, requesting to be included. 


i) 


This study is guided by three key shifts in book industry practices witnessed in recent years, and their 
perceived direct and/or indirect impacts on the creation, promotion, distribution and availability of 
Canadian-authored works. These industry shifts are: 


1. Innovations in information technology, which have fostered the possibility of new types of 
computer-mediated commerce (i.e., e-commerce); 


2. The arrival of the retail superstore, which is reconfiguring the book retailing and distribution 
landscape; and, 


3. New trends in book wholesaling practices and ownership, which have left some industry 
stakeholders wondering whether such shifts represent a threat to the distribution and availability of 
Canadian-authored materials to Canadians. 


2. What the Committee Heard 


Witnesses strongly encouraged the Committee to look at the entire ecology of books and reading. By 
this, they meant that the Committee should look at ongoing changes within a context that would 
include writers, publishers, wholesalers, distributors, retailers, libraries and readers. 


Some examples of what the Committee heard included: 


Last year the Book Publishing Industry Development Program ... looked at companies that benefit 
from their program ... [T]he profit margin before tax for this group ... was less than 2%. I think 
it’s absolutely vital to understand that point if you want to understand that industry. Why is this? 
We think it’s not because we are bad business people; we think it’s because we publish books in 
this country. Fundamentally we have a problem with the environment in which we live. 


e There is a desperate need for all government departments to recognize that cultural market places 
are like no other ... in a cultural market place, there has to be a measure beyond fiscal concern.° 


+ The association wants to see a diverse range of books made available by book retailers to ensure 
access to diverse cultural offerings. ... We want to see diverse ownership to guard against any 
possible bankruptcies in the future. The large chains have yet to prove their profitability. As the old 
saying goes, it isn’t wise to put all your eggs in the same basket.’ 


¢ The real challenge for booksellers of all sizes today is that their competition is international. ... I 
have independent members who are booksellers ... If anything it’s even tougher today that it was 
ten or fifteen years ago, when the independent grocers or the independent pharmacist or the 
independent hardware store went through this process. They at least did not have to face large 
multinational companies working from a low cost base in the United States, out of a warehouse in 
an industrial suburb. These folks do today. They’re going head to head with amazon.com every day.‘ 


un 


Mr. Michael Harrison, President, Association of Canadian Publishers, 2 March 2000. 

Brief submitted by The Writers’ Union of Canada, 21 March 2000. 

’ Mr. Georges Laberge, Director General, Association des distributeurs exclusifs de livres en langue française, 
24 February 2000. 

Mr. Peter Woolford, Senior Vice-President, Policy, Retail Council of Canada, 29 February 2000. 


a 


œ 


In contrast: 


+ We’re not the first industry to resist change. Changes have engulfed industries since McLaughlin 
made Cadillacs in Oshawa. There have been all kinds of changes. The best way, however, in a 
changing world is to get aboard that change and control it and channel it in a direction that helps 
people. Publishing and the publishing world is changing. It cannot be stopped, I’m sorry. I’ve been 


around long enough to know that.’ 


* I can’t predict the future of the booksellers ... | don’t know what’s going to happen to them. I can’t 
tell whether they'll survive or not, but I can tell you that our experience has been wonderful both 
with the large and the small." 


* I remember very well when the business was conducted entirely by small, independent stores, that 
kept Canadian books on back shelves in small sections, titled Canadiana. They were just another 
category like gardening or the occult. It was only the advent of Chapters and later Indigo that 
moved Canadian books — and thus Canadian authors — into the mainstream. '! 


* Isn't a big part of our problem just that it’s not so comfortable anymore. It’s no longer ... a 
gentleman’s business. It’s become much more competitive and there have been good things that 
have flowed from that. People have pulled themselves up by their bootstraps and there have been 
changes. There have been positive changes. Publishers have [got] better at a lot of the things they 
dG, 


Thus, it was clear to the Committee, that in today’s information society, the book as well as the very 
concept of the how the printed word is produced and distributed is changing dramatically. Indeed, as 
will be discussed later on in this report, today’s hardbound literary classic or mass-market paperback 
could very well become tomorrow’s e-book or downloadable, print-on-demand file. 


3. Canadian Heritage Considerations ‘ 


The mandate of the Standing Committee is to oversee issues and legislation pertaining to the 
Canadian Heritage portfolio. With respect to the book industry, the Committee’s mandate is to 
monitor the link between the Government of Canada’s support to the book industry and the provision 
of increased choice of Canadian-authored materials to Canadian readers. 


During its deliberations, this Committee heard many impressive Canadian literary and publishing 
success stories from the past thirty years. Some 10,000 English and French language titles are 
typically published in Canada each year, and just under half of these are written by Canadians. 
Reading remains a popular and common leisure activity among Canadians who can also access these 
materials from a network of 21,000 public libraries. 


Despite the growth and the national and international acclaim for Canadian writers and writing, the 
majority of Canadian-owned publishing ventures would simply not be profitable if it were not for 


' Mr. Claude Primeau, President and CEO HarperCollins Canada Ltd, immediate past president Canadian 
Publishers’ Council, 2 March 2000. 


° Mr. Howard Aster, Publisher, Mosaic Press, 13 April 2000. 
Letter to Chair, Mr. Peter C. Newman, Author, 27 March 2000. 
* Ms. Jacqueline Hushion, Executive Director, Canadian Publishers’ Council, 2 March 2000. 
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support from the Government of Canada. This places great pressure on publishing houses when they 
make their selections. As Dr. Shirley Thomson of the Canada Council for the Arts wrote in a letter to 
the Committee: 


The Canadian approach encourages diversity of voice, experimentation and risk, and this 
capacity for research and development — supported by the Canada Council for the Arts — is 
behind the success of Canadian literature. It has also allowed Canadian literature to come 
virtually out of nowhere, in competition with publishing industries that are huge or have been 


active since Gutenberg." 


Witnesses from the publishing industry spoke to the Committee about the fragile nature of their 
business. They spoke about their limited access to capital, low profitability and the way rapid 
technological and market changes have the potential to overwhelm them. But publishers were not the 
only ones with serious concerns about their future. Canada’s independent booksellers also see 
themselves as fragile elements in a threatened ecology. As Ms. Holly McNally, owner of 
McNally-Robinson Booksellers, a regional independent book chain based in Western Canada, 
observed: 


[I]ndependent bookstores are linked in a cultural chain, region by region, across this country. 
Canada is, after all, a culture of regions. .... This is a cultural chain offering diversity — 
hundreds of different bookstores offering diverse cultural choices to Canadians. This chain 
represents bookstores that are rooted firmly in their communities, where they focus sharply 


on their own constituency of readers, writers and publishers." 


There was a time when independent booksellers faced competition primarily from department stores, 
book chains and book clubs. Added to that list today is even fiercer competition from convenience 
stores, supermarkets, big-box stores and e-commerce. Although offering more consumer choice, these 
new sources of competition have changed the book selling landscape in Canada. The Association of 
Canadian Publishers expressed it this way: 


Canadian book publishers recognize that Chapters [the book superstore] is now firmly a part 
of the Canadian book industry. Publishers also acknowledge the impact that the emergence of 
superstores has had on book retailing in Canada. Their presence, and that of other chains has 
expanded the book retailing space in Canada. They have also contributed to the recent 


growing profile of books in Canada.” 


At the same time, other witnesses, particularly smaller independent booksellers, made serious claims 
regarding alleged aggressive business practices and the long-term intentions of larger competitors 
such as Chapters, Indigo and Quebec’s Groupe Renaud-Bray. For example, “Quebec authors are very 
worried by what is happening today with big box retail stores as well as by changes that have been 
noted in the Quebec and Canadian publishing industry in general” However, as Ms. Carole Morency 
of Groupe Renaud-Bray, a chain of 25 superstores, explained: 


' Letter to Committee, Dr. Shirley Thomson, Director, Canada Council for the Arts, 17 January 2000. 

“ Ms. Holly McNally, Owner, McNally-Robinson Booksellers, 29 February 2000. 

5 Brief submitted by the Association of Canadian Publishers, 9 May 2000, p. 7. 

Ms. Carole David, Writer and Professor, Union des écrivaines et écrivains québécois, 21 March 2000. 


[Independent bookstores] are accusing the Groupe Renaud-Bray of engaging in some rather 
nasty tactics because of its size. All we are trying to do is to build a strong organization 


, ee “ 
capable of running a sound business and of growing still further. 


Historically, the cultural chain of independent bookstores has not been well served by a timely, 
efficient, wholesale or distribution service at the national level. Consumers were often advised that a 
book could be ordered, but it might take eight weeks for delivery. Over the years, various reports on 
the book industry have identified distribution, re-stocking, or fulfilment as weaknesses in the overall 


Canadian system that need addressing." 


In its brief to the Committee, Chapters explained the crucial importance of being able to rely on an 
effective system of distribution and fulfilment: 


At the time of the merger [of SmithBooks/Librairie Smith, Prospero, The World’s Biggest 
Bookstore and Coles], Chapters knew that it could not build 75 superstores by the turn of the 
century without a solution to this industry problem. Al! observers agreed that Canada needed 
this capability. Chapters’ strong preference was not to invest to build this distribution 
capability itself. Thus Chapters met with U.S. wholesalers, Canadian wholesalers and several 
Canadian publishers to encourage them to set up a national wholesale capability. The 
explosion of the Internet highlighted the need for this capability. No one was willing to make 
the sizeable investment needed and thus Chapters was compelled to take the lead investment 


role.!° 


Today, traditional bookstores, whether independent or part of a chain, are competing with virtual 
booksellers. It is common for consumers to order books online and have them sent out within 
24 hours. As Mr. Larry Stevenson noted in his remarks to the Committee: 


The fastest growing book retailer in Canada in 1999, however, was not Chapters, but Amazon 
[a U.S.-based electronic commerce Web site]. Yet Amazon does not collect GST, does not 
employ one person in Canada, does not pay a dollar of taxes in Canada, and does not pay 


Canadian agencies for their books sold to Canadian consumers.”° 


It is apparent, therefore, that in light of the evolving nature of today’s book sector — whether in 
Canada or internationally — efficient stock management and a large, accessible inventory have 
become key components for the smooth functioning of the industry’s business chain. 


4. Industry Canada Considerations 


Size definitely seems to matter in this debate. Several witnesses asked the Committee to intervene by 
recommending changes to the Competition Act, so that the Competition Bureau might play a more 
interventionist role in Canada’s book industry. 

In studying the complex ecology of the book industry in Canada, however, the Committee does not 
want to divert its focus to what the National Librarian describes as: 


Ms. Carole Morency, Communications Director, Groupe Renaud-Bray, 24 February 2000. 
“Fulfilment and Operating Practices in the European Book Industry,” Industry Canada, 1996. 
Brief submitted by Chapters, 24 February 2000, p. 14. 


© Mr. Larry Stevenson, President and Chief Executive Officer, Chapters Inc, 24 February 2000. 
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... the battle of David and Goliath. I appreciate the dilemma faced by the independents in their 
battle to exist in conjunction with these big-box retailers. But it is in the business world and 


each business must find its market and cater to it.”! 


Books are cultural artifacts. But they are also products that are produced and sold like many other 
products. Although the Heritage Committee is interested in the cultural dimension of the book 
industry, it is inevitable that there will be overlaps with the concerns of the Industry Committee. 


B. METHOD 


To develop the strongest possible understanding of the Canadian book distribution industry, the 
research team began its study in December 1999 by contacting government agencies, including the 
Department of Canadian Heritage, the Canada Council for the Arts and Statistics Canada. The study 
team also contacted key industry stakeholders (e.g., the Canadian Booksellers Association). Some of 
the information requested, included: 


+ Longitudinal data on federally-funded publishing grants and programs. 

+ Available information on the outcomes of federal grants on publishing in Canada. 
¢ Longitudinal data on the number of Canadian-authored titles and their sales. 

e Publisher viability before and after federal subsidies. 


¢ Information on the current state of wholesaling, distribution and retailing practices in Canada 
and elsewhere. 


¢ Relevant data on domestic and international book buying and selling patterns. 
¢ Longitudinal data on independent booksellers. 

+ Relevant data on electronic commerce and its impact on book distribution. 

+ Data on the evolving nature of market share in Canada’s book selling industry. 


Due in large part to the cooperation of the groups listed above, a great deal of industry-related 
statistical information was obtained. At the same time, significant gaps in the available information 
on the past and present state of the Canadian book industry were noted. Therefore, to gather further 
information, database and literature searches as well as telephone interviews and meetings with a 
selection of key industry stakeholders were conducted, as required. 


21 Mr. Roch Carrier, National Librarian, supplementary answers to questions raise by members on 2 March 2000. 


C. ORGANIZATION OF THE REPORT 


On the basis of the information gathered, six focussed questions were developed: 


1. Based on the available evidence, what can be said about the state of book publishing, 


distribution and retailing in Canada? 


. Based on the available evidence, what information is lacking on the state of book 


tN 


publishing, distribution and retailing in Canada? 


3. What are the potential implications, impacts and challenges of current industry trends (e.g., 


new technologies, electronic commerce)? 
4. What industry trends and challenges do we need to better understand and monitor? 


5. What kind of relationship exists between various industry organizations, associations and 


other industry players? 


6. What role can the Government of Canada play to best serve the interests of the Canadian 


book industry? 


As can be seen, each question relates to the Committee’s concern with the implications of changes in 
technology, retail practices, and distribution methods. Not surprisingly, witnesses raised many more 
issues and concerns along the way. There were also a number of important areas, especially relating 
to statistical information, for which no data were available. This report addresses some key gaps and 
suggests remedies. Overall, the Committee believes that it has weighed the concerns raised by 
witnesses and has identified a number of crucial areas for policy development and action for various 
actors across Canada’s book publishing chain. 

The Standing Committee received many briefs, heard from many people in the industry as well as 
from individuals across the country. Their comments, observations, and recommendations have been 
carefully considered for this report. The Committee hopes that the recommendations contained here 
will lead to a more efficient and effective system of publishing, wholesaling, distribution and retailing 
in Canada. It is the Committee’s belief that it is possible to encourage and support a more competitive 
business environment for Canada’s authors, publishers, wholesalers, distributors and book retailers. 


The many issues, themes and concerns described in this chapter have helped guide the structure of 
this report and are addressed, where appropriate, in the five chapters that follow. These are: 


Chapter Two: Production — An overview of book publishing in Canada and the role the 
Government of Canada plays in this cultural industry through the Department of Canadian 
Heritage, and at arm’s-length through the Canada Council for the Arts. This section addresses _ 


the amount of publishing activity in Canada, its diversity and its profitability. 


Chapter Three: Distribution — How books are distributed, sold or returned in Canada 
through a complex network of wholesalers, distributors. exclusive agents, and bookstores. 
The legislative framework around publishing, including copyright, investment, tax. and 
business practice issues. 


Chapter Four: Authors and Creators — Authors and creativity lie at the heart of any 
discussion of the printed word. This chapter looks at how Canadian authors are paid and how 


their works are protected from improper exploitation here in Canada and around the world. 


Chapter Five: Libraries, Access and Preservation — Canada’s public and institutional 
libraries play an essential role in the book industry, serving as intermediaries between 


Canadians and their literary heritage. 


Chapter Six: Considerations for the Future — This chapter examines publishing beyond 
the traditional book. It explores the implications of printing on demand (POD) and of 
electronic books (e-books). This final chapter will also address some strategic options for 


government action designed to assist an industry that is experiencing such remarkable change. 
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CHAPTER TWO: PRODUCTION 


Canada’s book publishing sector plays an important role in disseminating Canadian cultural materials 
to Canadians and the rest of the world. In general, most are small enterprises, deeply rooted in a local 
community that specialize in nurturing distinctive, regional literary voices. Many are well known in 
their home provinces, but virtually unknown elsewhere. 


In a brief submitted to the Committee, the Department of Canadian Heritage noted that: 


Our authors are well represented in the domestic market, with nearly 50% of [titles] sold in 
Canada authored by Canadians; [furthermore] 80% of Canadian-authored books are 


published by Canadian-owned and — controlled publishing houses. 
Nevertheless, despite these encouraging numbers, the Department went on to observe that: 


the Canadian book industry faces challenges brought about by market size and ... changes in 
the global and domestic market. [In particular], increased consolidation among retailers and 
[foreign] publishers and the lack of access to capital make it difficult for Canadian firms to 


compete in the changing environment.” 


These challenges have prompted some observers to question both the short- and longer-term 
implications for the economic wellbeing of the Canadian book industry and its various stakeholders. 
For example, some fear that increased centralization by a national chain will overlook a work that is 
not an international blockbuster. Indeed, as Mr. Michael Harrison, President of the Association of 
Canadian Publishers explained to the Committee: 


In recent years we have had ongoing problems ... as any business does. Basically the industry 
is made up of small businesses. Even the largest companies within the Canadian-owned 
industry are relatively small, certainly in contrast to the Time Warners and Random Houses 
of the universe. But we’ve had to withstand mergers within this group, and we have incredibly 
well-heeled competition who can afford to pay higher advances for authors who are free to go 
to any publisher they wish. ... [T]his creates pressure on our business. It’s much harder for 
our companies to gain access to the authors to make the real success stories in the business 


that help pay for the broad sweep of the titles we do.” 


In light of these circumstances, it can be seen why requests for federal government action to combat 
chronic under-capitalization and excessive market control were repeatedly voiced during the 
Committee’s hearings on Canada’s book industry. Examples of witness recommendations included: 


2 The Canadian Book Publishing Industry, Brief submitted by the Department of Canadian Heritage, 


7 December 1999. 
2 Meeting of the Standing Committee on Canadian Heritage, 2 March 2000. 


* Find a way of controlling discounts publishers can give to retailers to guard against absolute 


dominance of the big box format.” 


* ... ensure that we preserve the cultural diversity of this country at a grassroots level. ... We’re 


simply looking for that support to get the infrastructure in place.” 


* ... continue to support creation and national publishing, ... promote the distribution of French 


books in the other Canadian provinces and territories.? 


And, 


* ... address the chronic under-capitalization of the Canadian publishing industry ... [and] 
implement an equity tax credit to attract new private sector investment to meet the need to 
embrace new technologies, ... the ever-changing demands of our markets, and to remain 


competitive.”’ 


Ms. Sheryl McKean, Executive Director of the Canadian Booksellers Association told the Committee 
that the increased concentration of ownership in Canada’s book industry not only affects “discounts, 
terms of trade, and distribution” practices, but can “affect creators, producers, retailers, and most 
importantly, Canadians and our culture.” 


To what extent, however, are these concerns justified? Furthermore, how can we better identify and 
understand some of the potential consequences of recent trends in book publishing? And — most 
important for this discussion — how are industry trends affecting the available number of 
Canadian-authored titles for Canadian readers and consumers? 


This chapter addresses these questions by taking a step back from witness testimony to examine 
recent data on Canadian book publishing, sales and revenues as well as the role the Government of 
Canada plays in support of this sector. : 


Although this chapter uses language that is more often used to describe industrial production, it is 
written in full recognition that what is being produced is the work of Canada’s literary creators. 
Books, whether they be works of fact or fiction are indeed marketable “products” that are works of 
imagination, or of in-depth research and analysis. The Committee realises that without the unique 


skills and insights that our writers bring to their work there would be no sustainable publishing 
industry in Canada. 


livres, 2 March 2000. 
” Brief submitted by the Association of Canadian Publishers, 2 March 2000, p. 5. 
* Ms. Sheryl McKean, Executive Director, Canadian Booksellers Association, 7 December 1999. 
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A. AN OVERVIEW OF CANADIAN BOOK PUBLISHING 


The number of Canadian-authored books produced in a given year varies notably depending upon on 
who is collecting and reporting the data. Statistics Canada, the Department of Canadian Heritage, and 
the Canada Council for the Arts each collect and report statistics in unique ways. Each offers a 
statistical ‘snap-shot’ of publishing in Canada, but each picture presents a different perspective of 
Canadian publishing activities. The result is that for all the numbers available, it is difficult, if not 
impossible, to compare them. It is, however, possible to make some inferences from the available 
data. Before turning to a review of Canadian Heritage and Canada Council data collection methods, 
this section begins by summarising the data that Statistics Canada collects on the publication of 
Canadian-authored titles in Canada. 


1. Statistics Canada’s Archival Data 


The usefulness of Statistics Canada’s archival data is that it offers a broad lens through which an 
examination of the Canadian literary sector can be made. Every two years it presents data collected 
from publishers large and small from across Canada. The most recent survey, which will be released 
in 2000, will deal with publishing activities in Canada in 1998. Its objective “is to provide statistics 
on the activities of book publishing and exclusive agents, regardless of the amount of earned revenue. 
Such information is used by the private sector in corporate decision making as well as by all levels of 
government. It provides the basis for informed decisions on policies and programs in the publishing 
industry.” 


Unfortunately, there have been several changes to the survey over the years. For example, starting in 
1990, publishers had to earn a certain amount of revenue to be included in the survey, but this was 
dropped in 1996. This makes long-term comparisons difficult. Nevertheless, the advantage of 
Statistics Canada data is that they capture a wide range of information that can be used to develop an 
understanding of the scale of the Canadian literary sector. 


Table 2.1, for example, provides some interesting insights into the successes of Canadian publishers 
in the 1990s. As can be seen, the number of new titles released by Canada’s publishers increased 
steadily between 1991 and 1997, with 9,152 new titles published in 1991-92 and 11,400 in 1996-97. 
During this same period, the total number of books in print increased from 62,115 to 87,949. 


With respect to total revenue, Canadian publishers experienced steady growth, with revenues rising 
from $1.5 billion in 1991-92 to nearly $2 billion in 1996-97. At the same time, the percentage of 
profitable firms fluctuated considerably during this period, with the number of profitable publishers 
dropping most notably between 1994-95 and 1996-97, from 71.9 to 50.5%. 


Statistics Canada makes a distinction between the income a publisher derives from its own 
publications and from exclusive agency contracts.” When these figures are viewed side-by-side, they 
indicate that the growth in income from exclusive agency arrangements through the 1990s outpaced 
the income derived from the sale of Canadian publishers’ own titles. Similarly, during this same 


2 Survey of Book Publishers and Exclusive Agents, 1998, Statistics Canada. 

20 This is probably explained by a substantial cut in federal government support to book publishing for fiscal 
1995-1996, from $30 to $16.6 million. 

“Exclusive agency” is when a Canadian company enters into a contract with a foreign publisher to market their 
books in Canada. 


period, sales generated from the export of titles rose dramatically from $48 million in 1991-92 to 
$122 million in 1996-97. 


* Prior to 1996-97, a publisher was re 
for 1996-97. 


Table 2.1 
Statistics Canada survey of publishers and exclusive agents (1991 -1997) 


quired to earn $50,000 before it could be included in the survey. A change in criteria explains the sudden increase 


1991-1992 1992-1993 1993-1994 1994-1995 1996-1997 
Publishers * one Ga 316 326 
Exclusive agents 47 44 39 40 51 
Total new titles published 9,152 9,501 207 10,620 11,400 
Total in print 62,115 63,966 70,839 74,948 87,949 
Sales in Canada 
($ thousands) 1,245,381 1,257,352 1,265,636 1,409,692 1,495,919 
Exclusive agency sales 663,654 659,002 659,633 1531] 844,167 
Exports 48,332 Hi O0 TUE 122,731 121,540 
Other foreign sales 177,824 202,653 228,427 247,032 284,236 
(Cost of sales) (739,710) (771,962) (821,036) (924,732) (997,070) 
(Operating expenses) (730,070) (762,420) (767,349) (810,536) (899,829) 
Total Revenue 1,525,085 1,599,253 1,677,416 1,859,537 1,972,134 
Profit as % of revenue 3.6 4.1 he) 6.7 3.8 
% Of firms with a profit 60.4 58.0 64.8 71.9 50.5 

in EU 


Thus, taken together, there is some evidence that the Canadian publishing sector — despite some 
fluctuations in profit levels — experienced moderate growth during the 1990s. Unfortunately, because 
complete information on publisher entries and exits is not available, the impact of the sudden drop in 
publishers operating at a profit in 1996-97 is unclear.” Furthermore, because Statistics Canada does 
not collect data on the basis of authorship — that is, the publication of Canadian-authored vs. 
non-Canadian-authored titles — it is not possible to say anything about shifts in the publication of 
Canadian titles over time, using data from Statistics Canada. 


The Government of Canada supports book publishing in Canada in a number of direct and indirect 
ways. The next section presents summary data related to these forms of support. 


2. Federal Support to Book Publishing 


The Statistics Canada data presented in the previous section provide some useful insights into the 
overall state of Canadian publishing between 1991 and 1997. They do not, however, shed light on the 
activities of Canadian publishers who were recipients of some form of government. support. 
Moreover, they do not tell us whether such publishers were more profitable as a result. 


The Department of Canadian Heritage and the Canada Council for the Arts are two agencies, 
however, that are able to provide insights into such questions, since for most of the 1990s they tracked 


ee VE NE 
“ Statistics Canada does collect information on the entries and exits of publishers within the Canadian market 
however, data for 1998 are not yet available. 
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the outcomes of the support that they provided to Canada’s publishers. This section provides a 
summary of those data. 


i. Publisher Support from the Department of Canadian Heritage 


The federal government’s principal and direct support to publishing is through the Book Publishing 
Industry Development Program (BPIDP) of the Department of Canadian Heritage. This program 
provides formula-based funding to publishers across the country on the basis of their sales of 
Canadian-authored titles. Its main objective “is to strengthen the capacity of the Canadian-owned 
and -controlled industry to publish and market Canadian books in both domestic and international 
markets.”* Statistics produced by BPIDP relate to those publishers who received some form of 
federal assistance. As such, they do not provide a complete picture of publishing in Canada, but do 
offer a useful profile of the publishing activities of a particular group of Canadian publishers.” 


ii. Publication of Canadian-Authored Titles 


As can be seen in Table 2.2, in 1992-93, BPIDP invested $23 million in 178 publishers who published 
5,109 titles, 3,667 of which were Canadian-authored. By 1998-99, BPIDP was investing 
$31.3 million in 201 publishers, who produced 5,417 tiles, of which 4,278 were Canadian-authored. 
This represents an overall increase of 17% in the number of Canadian-authored titles published. 
When broken down by language, these data also show that French-language publishers generally 
fared better than their English-language counterparts, with a 33.4% increase in Canadian-authored 
titles between 1992 and 1999. 


Another positive trend related to the publication of Canadian-authored titles surfaces when one 
examines the percentage of new titles published by BPIDP participants. Table 2.2 reveals that, overall, 
the publication of Canadian-authored materials increased by roughly 7% between 1992 and 1999, 
with net revenues increasing almost 20% from $451 million to $569 million during those same years. 


Thus, taken together, these data imply that Canadian publishers who received BPIDP support did not 
suffer permanent setbacks during the 1990s in their production of Canadian-authored materials. 


iii. Revenues and Regional Variations 


A 1998 program evaluation of the BPIDP notes that English and French publishers are essentially 
alike when compared by revenue size, although a higher percentage of French-language firms fall into 
the largest category of sales (that is, those with sales over $3 million). Furthermore, when examined 
by region and according to size of revenue, the most striking observation is that the majority (both 
French and English) fall within the $500,000 to $1 million revenue bracket (see Appendix C). In 
addition, BPIDP recipients of varying size, can be found in all regions apart from the Maritimes, 
which lacks publishers in the smallest and largest categories.” 


# BPIDP Applicants’ Guide, 1999-2000. 

# For the purposes of the Program, an eligible title is generally one that has been authored by a Canadian, 
published by a Canadian publisher and printed in Canada. See Appendix D for a summary of the program s 
criteria. 

°° “Book Publishing Industry Development Program Evaluation,” Corporate Review Branch, 1998: 19. 


Table 2.2 
Department of Canadian Heritage, Book Publishing Support Program Data, 1992-1999 


1992-93 | 1993-94 | 1994-95 | 1995-96 | 1996-97 | 1997-98 | 1998-99 


F ii 
Number of publishers in program 178 
English language 


Book publishing support 
programs (in $ millions) 


French language 80 
Number of titles published 9,109 
English 2,972 
French faa Pod 
Number of titles reprinted n/a : : 4,523 4,354 
Publishers’ Canadian- 
authored titles 3,667 3,520 3,759 3,936 3,753 4,110 4,278 
English 1,746 L625 1,794 1,783 1,709 1,810 1,827 
French 1,921 1,867 1,965 21100 2,044 2,300 2,451 


Canadian-authored titles as 
% Of new titles published 
(excluding reprints) 71 77 82 76 ih, 82 78 


Publishers’ total revenues 
in $ billions 


* This total amount of support to publishers includes a Cluster of support initiatives. Those which have been discontinued are marked “+”. This total 


includes the Book Publishing Industry Development Program (BPIDP), National Marketing Assistance, Industry and Association Assistance, Distribution 
Assistance, International Marketing Assistance, New Media Technology+, and Publishers Distribution Assistance Program+. 


nn es 


iv. Publisher Profitability 


Cultural success and economic profitability do not always go hand-in-hand. According to Statistics 
Canada’s review of publishing in Canada, approximately half of Canada’s publishers were operating 
without profit in 1996-97. Indeed, as table 2.3 demonstrates, most BPIDP recipients were not 
profitable before receiving support from the program. 


Table 2.3 
Gi Profitability of the BPIDP publishers (1992-1999) 


Publishers in program 
Profitable before BPIDP 
English 
French 
Not Profitable before BPIDP 
English 
French 
% profitable 
% not profitable before BPIDP 


* “Survey of Book Publishers and Exclusive Agenis, 1996-97,” Statistics Canada, 87F-0004-XPB table 2. 
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Table 2.3 also shows that between 1992 and 1999, publisher profitability before BPIDP support 
ranged between 14% and 24%, with the early part of the decade showing the highest levels, the 
mid-nineties showing a gradual decline, and the late nineties showing a slight resurgence in publisher 
profitability. Furthermore, although more French language publishers participating in the program 
were in profitable positions in 1992-93, by decade’s end there was little variation between the overall 
number of profitable and non-profitable publishers, regardless of the language of publication. 


Commenting on the success of the BPIDP program, Mr. Michael Wernick from Canadian Heritage 
noted: 


. if you look at it as a diversity of content initiative, we would say it has been quite 
successful, the diversity of titles it has been successful. There are thousands and thousands of 
titles published every year by the firms that receive assistance from that program so if you 
look at it as a diversity of content initiative we would say it’s been quite successful and 
compares very favourably to a lot of other initiatives. Where it’s been less successful is if you 
measure it against an objective of the industrial structure of the industry. The industrial 
structure of the industry is more or less what it was about ten years ago. There hasn’t been a 
lot of consolidation. There hasn’t been a lot of entry or exit and as we were saying earlier, this 
problem of under-capitalization hasn’t been addressed and it appears that if you're going to 
go after the issue of capitalization and sustainability you may need different kinds of 
instruments that are more targeted to that particular problem. What we’re doing is we’re 
blending cultural and industrial objectives in one program and it’s been more successful in 
one than in the other.” 


v. Publisher Support from the Canada Council for the Arts 


The Government of Canada also supports publishing in Canada through one of its cultural agencies, 
The Canada Council for the Arts. The Council operates at arm’s-length from the government and 
provides support to Canadian publishers in addition to any assistance they can receive through the 
BPIDP program. Although the total amount available through the Council is relatively small 
($7 million in 1999, with the smallest grant worth $5,000 and the largest valued at $121,000), the 
Canada Council sees its role as one that “encourages diversity of voice, experimentation and risk, and 
the capacity for research and development.’ * 


Whereas the BPIDP program supports the publishing industry at large, the Council’s support is based 
on selected titles publishers include in their catalogue. To this end, the Council believes that without 
its support, “which assists approximately 1,600 literary or cultural titles a year — there would be very, 
very few serious books published in Canada” 


The Council’s support comes in two categories, Emerging Publisher Grants that support new 
publishing ventures and Block Grants for established publishing houses. In 1999, fully 74% of 
publishers receiving support from the Canada Council for the Arts also received support through the 
BPIDP program.” 


7 Standing Committee on Canadian Heritage, 9 May 2000. Unedited copy. 

88 Letter to the Chair of the Standing Committee on Canadian Heritage from Dr. Shirley Thomson, Director of the 
Canada Council for the Arts, 17 January 2000. 

# Ibid. 

4° Ibid. 


Because of a granting formula based on titles, the Canada Council has useful data about the average 
print run of Canadian books — sponsored by the Council — and their average sales. It is important 
to note, however, that the usefulness of these data is limited in that they apply only to those publishers 
taking part in the Council’s granting programs. These data are presented in Appendix C. 


B. DIFFERENT WAYS OF COUNTING — DIFFERENT VIEWS OF 
PUBLISHING 


The Statistics Canada survey of book publishing in Canada is a wide-angle view that includes almost 
all book publishing activity in this country. The BPIDP view is somewhat more selective, focusing on 
a smaller number of Canadian-owned publishers and their sales and production of Canadian-authored 
books. The Canada Council for the Arts is yet more selective, focusing on an even smaller group of 
Canadian-owned publishers and the titles they release. 


In an ideal world, it would be possible to work interchangeably with these three data sets, since each 
would cast light on the other and when combined, would offer a comprehensive portrait of publishing 
in Canada. Regrettably, this is not possible. Nor is it possible to examine these statistics in light of 
Statistics Canada surveys of retail and wholesale trade in Canada. Books tend to be included in a 
number of categories that sometimes also include magazines, newspapers and other printed matter. 
This lack of integrated and comprehensive statistical information is not helpful to a cultural industry 
that has been subject to a remarkable number of transitions over the past decade. 


In A Sense of Place, A Sense of Being, the Standing Committee on Canadian Heritage recommended 
that “the collection of statistics on cultural activity be of the same quality and timeliness as those now 
available for other sectors of the Canadian economy.”' This report reinforces the importance of such 
an undertaking. Indeed, a recurrent refrain throughout the Committee’s hearings was the need for 
better and more current information. The comments of Mr. Micheal Wernick from the Department of 
Canadian Heritage best sum up the challenge for today’s book industry stakeholders: 


Data collection and a sort of ... window in the marketplace is absolutely crucial. ... it’s an 
area that needs a lot of attention. ... it’s absolutely crucial [for] public policy makers and for 
industry actors. To take good decisions they need real time data and we’re working very hard 
on this. I know that your report last June drew a lot of attention to this. We actually have a 
small project team at work on conceptual and feasibility work on a cultural observatory for 
Canada.” 


Thus, the issue of more useful and current information, extends well beyond a lack of current archival 
data such as those collected by Statistics Canada, Canadian Heritage and the Canada Council. 


The absence of concrete — and largely fundamental — information regarding Canada’s book 
publishing sector presents a challenge for the Committee. Based on witness testimony, it is clear that 
certain industry stakeholders — particularly smaller publishers and booksellers — are struggling to 


> | 


Recommendation 37, “A Sense of Being, A Sense of Place”, Ninth Report of the Standing Committee on 
Canadian Heritage, June 1999. 


* Mr. Michael Wernick, Assistant Deputy Minister, Department of Canadian Heritage, 9 May 2000. Unedited 
copy. 
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resituate themselves in an era of increased domestic and international competition and rapid 
technological change. Therefore, to address the issue of missing or incomplete statistical data and 


information on Canada’s book publishing sector: 
Recommendation 2.1 


The Committee recommends that the Department of Canadian Heritage, in 
consultation with Statistics Canada and The Canada Council for the Arts, develop 
and implement a data collection and sharing strategy that allows for the timely 
collection of book industry statistics. The Department of Canadian Heritage should 
present a progress report to this Committee within six months of the Government’s 
response to this report. 
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CHAPTER THREE: DISTRIBUTION: 
WHOLESALE AND RETAIL 


A. RECENT TRENDS IN BOOK DISTRIBUTION 


Book distribution is undergoing rapid change in all developed countries. Changes in the way books 
are distributed are being driven by opportunities made possible by the development of information 
technologies. There are two visible forms of these changes evident in Canada and other developed 
countries: the arrival of large box-stores and the growth of computerized systems that when bundled 
together have made electronic commerce (e-commerce) possible. A simplified flowchart of how 
books are distributed in Canada is presented in Appendix E. 


While there have been large stores (e.g., department and grocery stores) for more than one hundred 
years, the development of such stores is a recent phenomenon that emerged during the 1970s. These 
large stores (e.g., Toys ‘R’ Us, Home Depot, Staples) depend on sophisticated inventory and sales 
systems that are linked together to form just-in-time ordering and delivery systems tailored to specific 
markets. 


The same computer systems have encouraged the development of electronic commerce. Electronic 
commerce is a much larger field of activity than the ability to order something over the Internet. A 
great deal of electronic commerce takes place between businesses. Manufacturers of auto parts have 
computerised inventory and ordering systems that are linked to those of the large car manufacturers. 
This allows the car manufacturer to order parts and to specify the way the order is put together and 
when it is delivered to the factory. Billing systems and payment systems are also linked electronically. 
Thus, the growth of electronic commerce has led to changes inside companies (e.g., inventory control 
systems) and to the relations between and among companies. 


The computerized control systems that have allowed this to happen have also facilitated electronic 
commerce; that is, the “dot.com” economy. The most visible element of this is the ability to make a 
purchase from a home computer (i.e., to order something over the Internet). 


Although information technology has had important impacts on large industries such as airlines and 
car manufacturing, it was inevitable that its influence would spread to other sectors and eventually 
have an impact on the distribution of books. In the longer term, information technology may even lead 
to substantial changes in our ideas about books, what they are, how they work and how we purchase 
them.” 


# For example, in 1999, Encyclopedia Britannica announced that it would no longer print its encyclopedia but 
would sell it online for an annual subscription fee. 


While the creation and growth of speciality superstores such as Barnes & Noble in the United States 
and Chapters in Canada are a very visible sign of the changes that are currently underway, even more 
fundamental changes are being brought about by the ability to order books over the Internet. 


The most visible, and perhaps most well known, company that has had a substantial impact is Amazon 
(Amazon.com) which was created in the mid-1990s and now has annual sales of more than $600M 
(U.S.).“ Although Amazon has focused on growth (and is not profitable overall) the section that sells 


books is profitable.‘ * 


Amazon is currently building five large distribution centres to provide speedy delivery of books to 
customers. To deal with the pressures created by Amazon, independent booksellers in the United 
States have responded in a number of ways. Recently, independent bookstores joined together to offer 
a gift certificate (Book Sense Gift Certificates) that can be redeemed at 1,200 independent bookstores 
in the United States. An on-line ordering system (booksense.com) is expected to be up and running 
this year. 


1. Book Distribution in Canada 


Although some publishers distribute their own books to Canadian booksellers and libraries, many use 
the services of a distributor or rely on any of a dozen Canadian wholesalers. The Copyright Act 
protects agreements made between publishers and their distributors with measures preventing 
retailers from trying to purchase or import the book from anyone else, a practice known as “buying 
around.” 


Book wholesaling in Canada has recently been described by Mr. Ira Wegman as something that 
operates “anonymously within the Canadian publishing industry”, despite its 40 years of existence.” 
Book wholesaling statistics are integrated and combined with other commodities and products in a 
number of Statistics Canada surveys and are difficult to extract. When asked to provide some analysis 
of the available data on book wholesaling in Canada, the Distributive Trades Division of Statistics 
Canada identified the difficulty of retrieving a comprehensive portrait. The analyst regretted the fact 
that the agency does not have “general flexible systems that can quickly furnish answers to unplanned 
questions.”* 


In a recent study, the Department of Canadian Heritage paints a picture of a small but significant book 
wholesaling community in Canada whose origins go back to the 1950s and the proliferation of 
Canadian distributors of foreign publications. By the 1970s, a small number of Canadian wholesalers 
had begun distributing Canadian materials to booksellers in Canada and, eventually, around the world. 


“ George Anders, “Amazon soars on upbeat outlook despite widest ever quarterly loss,” Wall Street Journal, 
3 February 2000. ; 

* Ibid. 

* The rapid growth of Amazon has forced traditional book retailers in Canada and the United States to change 
their business in fundamental ways. In the United States, Barnes & Noble attempted to buy Ingram, a large 
privately held book distributor. Press reports indicated, however, that the United States Department of Justice 
would disallow this acquisition, so the parties did not pursue the merger. Barnes & Noble has since set up its 
own distribution system to compete with Amazon. 

” Ira Wegman, “A Profile of the Canadian Wholesaling Industry,” Department of Canadian Heritage: Publishing 
Policy and Programs, 12 November 1999: 3. 

“ Statistics Canada's response to letter from the Chair of the Standin 
17 January 2000: 7. 


a 


g Committee on Canadian Heritage, 
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The 1970s saw American wholesalers make “inroads with Canadian libraries and bookstores. By 
providing tremendous catalogues of titles, detailed databases, and elaborate ordering systems, these 
companies were able to offer services to their clientele at deep discounts.” Even so, in recent years, 
the report continues, there has been a “decreasing presence of American book wholesalers” resulting 
from recent regulations preventing the practice of buying around and “the weak Canadian dollar.” 


The Canadian Heritage report takes up the story in the 1990s, a period that saw Canadian wholesalers 
working to develop public library clients: 


As funding cuts to libraries forced these institutions to reduce costs, wholesalers began to play 
an important role in the acquisition and maintenance of library holdings. This has resulted in 
the increasing use of ‘automatic release plans’ — pre-approved buying plans in which the 


wholesaler selects the library’s materials.‘ 


More recently, wholesalers have begun to service an increasingly diverse book retail sector, with the 
emergence not only of book superstores, but also the growth in the kinds of non-traditional retail 
outlets that have begun to sell books (drug stores, convenience stores, supermarkets etc.). 


The late 1990s also saw the formation of the Canadian Book Wholesalers Association (CBWA), a 
13-member organization of Canadian-owned wholesalers based predominantly in Ontario. The kinds 
of service they provide clients include one-stop shopping, which for smaller stores or libraries can 
result in larger discounts and cheaper shipping costs; the possibility of a turnaround of one or two 
days; and the possibility of customized reiease plans. 


Finally, the growth of Amazon has also led to changes in the distribution of books in Canada. Several 
companies have created online ordering systems (e.g., Chapters Online and Indigo.ca). Because 
Amazon will deliver books within two or three days, this has become the de-facto industry standard 
that anyone launching an Internet-based ordering system has to meet. 


In order to meet consumer expectations, Chapters examined several different possibilities and finally 
set up Pegasus, a new company to allow it to offer the same speedy delivery as its competitors. This 
required an investment of nearly $60 million (Can). Although not yet profitable, this distribution 
system allows Chapters Online to compete with Amazon.” Indeed, Larry Stevenson, CEO of Chapters 
Inc., estimates that his company’s book sales over the Internet matched book purchases of Canadian 
origin made with amazon.com during the final quarter of 1999, at approximately $12 million (Can).” 


i. Chain Stores 


For some, the battle against giant chain stores seems like a new fight. It is surely, after all, within 
memory of any but the youngest Canadian of the time when Wal-Mart, Toys *R’ Us, Home Depot and 
other box stores, the so-called killer category stores, were not around. 


4 Wegman. Op.Cit. 9. 

°° Ibid, 4. 

st Ibid. 

See Chapter Six for further details on Canada's position in the electronic commerce market. 
5 Telephone interview with researchers, 7 February 2000. 


Concern about the largeness of some competitors in an industry, however, is not new. At the turn of 
the previous century and for the first few decades of that century, owners of small, independent, retail 
stores feared the emerging chains and pushed for measures to limit them. This was especially true in 
the grocery trade, where the Great Atlantic and Pacific Tea Company (A&P) had, by 1929 in the US., 
over 15,000 stores and sales in excess of $1 billion, which was almost 40% of retail grocery sales. 


In Canada, chains stores have had a prominent place in book selling for several decades. The first 
Coles store opened in 1935 and, three years later, Classics opened its bookstore chain. In 1950, the 
British books chain, W. H. Smith, opened its first store in Canada.’ In 1995, 
SmithBooks/LibrairieSmith and Coles joined to form Chapters, then a chain of over 400 stores 
combined, comprising about one-fifth the total of books stores in Canada.” 


ii. Box Stores 


The box store is a relatively new retailing phenomenon. Home Depot (one of the largest and best 
known) is only 21 years old.* Unlike traditional hardware stores it does not define itself as a store 
that sells hardware (e.g., hammers). Instead it tries to satisfy a customer need, in this case affordable 
home improvements. The president of the company says: “We are in the relationship business not the 
transaction business,” this explains why 70% of the store’s 50,000 items were suggested by 
customers.” 


The rapid growth of a chain such as Home Depot produces benefits for consumers, in that a large store 
can offer a wide selection and cheaper prices. However, such rapid growth has driven a number of 
other chains out of business. For example, Ernst Home Center (founded in 1896) had sales of $572M 
(U.S.) in 1995 and went out of business in 1996. 


The rapid growth of these large stores has been made possible because of changes in information 
technology (e.g., the ability to deliver products from a manufacturer directly to Home Depot’s 
900 stores without having to visit a Home Depot warehouse). The stores have also responded to the 
needs of consumers. The competitive pressures on other businesses are considerable. Eaton’s, once 
one of Canada’s most well-known department stores, went out of business in 1999 because it did not 
adapt to the changing environment. Canadian Tire, on the other hand, has responded by enlarging and 
modernizing its stores to stay competitive. : 


* “Chronology: Publishing and the book trade in Canada”, National Library of Canada Fact-Sheet, 
<www.nlic-bnc.ca/services/quickref/echrbook.htms. 

* Data from book market study by Bain & Company for Smith Books, 30 August 1994: 10. 

* Home Depot has sales of approximately $30 billion and is extremely profitable. It is Currently opening a new 
store every 53 hours. It negotiates tough deals with Suppliers and keeps prices down with an extremely 
efficient distribution system. Products from suppliers go directly from their factory to the store. 

* Forbes, 24 January 2000: 122. 

* At least five major building Supply centres have gone out of business in the United States in the last four years. 
These include: Ernst Home Center (Seattle); Handy Andy (Schaumburg Illinois); Grossman’s of Stoughton 
Massachusetts; Hechinger Co. of Largo, Maryiand and, Rickel Home Centers of South Plainfield, New ee 
These companies had combined sales of approximately $7.9 billion U.S. Ibid: 126. 
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2. Changing Dynamics in Book Distribution and Retail 


To the concern of traditional book retailers, the creation of Chapters with its chain of specialty 
Superstores has made it a dominant industry player, with estimates of its market share ranging from 
less than 25% to 70%.” It seems, however, that Canada’s independent booksellers have always 
Operated in a highly competitive environment, long before the emergence of department stores, 
catalogue sales, bookstore chains, box stores and electronic commerce. 


In 1884, when Toronto merchants started giving away free books to anyone who purchased a pound 
of tea, conventional booksellers cried foul. Things got worse in 1891 when Eaton’s offered a popular 
series of books imported from Britain for 19 cents, postpaid anywhere in Canada. As George Parker 
points out in his history of the book trade in Canada, since these imported books cost 18 cents 
wholesale in Toronto and postage cost 3 cents, “Eaton’s must be losing 2 cents, but of course no 
retailer could buy these books from foreign jobbers in such bulk and receive the special large 
discounts that were given to department stores.” Parker also points out that to make matters worse for 
the independent booksellers, the catalogues of Eaton’s and the Bay also offered “the authorized 
provincial textbooks at a 20 percent reduction, including free postage.” 


According to the Department of Canadian Heritage, by early 2000, there were 4,298 independent 
bookstores in Canada. There are, however, some wide variations in the criteria used for counting 
bookstores in Canada.*' These stores were open for business alongside 70 Chapters superstores, 
261 “traditional” stores in the Chapters chain, 14 Indigo superstores, and 25 stores in the 
Renaud-Bray chain in Quebec. These stores were also in competition with campus bookstores, book 
clubs and non-traditional book retailers such as Costco, Wal-Mart, and large regional grocery chains. 


In February 2000, Chapters Inc. announced an almost 40% drop in third-quarter profits as a result of 
higher marketing costs, lower than anticipated sales in the chain’s superstores and continued losses 
from its Internet sales. Shortly after this announcement, Indigo Books, Music and Café dropped its 
plans to go public “citing current negative investor perception of the retail book market in Canada." 
According to the National Post, Indigo founder Heather Reisman says that she believes there is room 
in Canada for approximately 80 profitable superstores, whereas Chapter’s CEO, Larry Stevenson is 
of the opinion that “there’s probably room for between 110 and 125 superstores in Canada.” This is 
in contrast with the “125-150 he had estimated when Chapters went public 3? years ago,” notes the 
Globe and Mail.® 


°° The issue of market share will be discussed in more detail below. 

® George L. Parker, The Beginnings of the Book Trade in Canada, Toronto: University of Toronto Press, 1985: 
230-231. 

‘ Data provided by Department of Canadian Heritage in a presentation to the Standing Committee on Canadian 
Heritage, 7 December 1999. SmithBooks and Coles data provided during the development of Chapters (from 
“The Book Trade in Canada”), however, indicate that there were only 2,044 independent bookstores in 1993. 
Furthermore, Larry Stevenson of Chapters, in a 25 April 2000 letter to the Committee, notes that: “by our count, 
the number of independent bookstores in 1990 was 1,290 and in 2000 it is 1,285.” 

2 Zena Olijnyk, “Indigo shelves IPO due to ‘cool market’,” The National Post, 11 February 2000. 

Marina Strauss, “Chapter Online loss jumps 12-fold, adding to parent's woes,” Globe and Mail, 9 February 
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According to a 1994 study prepared for the creation of Chapters, in 1991, 54% of book buying took 
place in bookstores, 16% from book clubs, 8% in second-hand bookstores, 4% each from mail order, 


supermarkets and drug stores.” 


Data from 1996-97, as can be seen in table 3.1, show a very different kind of breakdown of 
publishers’ sales to various kinds of retailers. These statistics, however, do not include any sales over 
the Internet, which is rapidly becoming an increasingly important retail outlet for Canadian 


publishers. 
Table 3.1 
Publishers’ sales to booksellers, % of total retail sales for each type of retailer, (1996-97) 
Category English-language market French-language market 
Independent bookstores 23 63 
Chain bookstore 29 5 
Campus bookstores 24 8 
Department stores 4 20 
Book clubs 12 2 
| Other 8 2 
oe SN 


In her study of online book selling in the U.S. in 1999, Anita Hennessey notes that key players in an 
industry can sometimes be unaware of the real source of competition. She writes: 


With publishers and booksellers already rife with concerns over the survival of the 
independent bookstores, and the independent’s battles with the chain superstores, little 
attention was paid by them early on to the wealth of possibilities available through online 


book selling.” 


Later in the same study, Ms. Hennessey raises the issue of growth in Internet sales not as additional 
sales, but as sales re-directed from more traditional outlets. Writing about the experience of 
booksellers in the U.S. she notes, “With the news of overall sales of book units down 2%, it is still 
too early to determine if book sales simply shifted from traditional outlets like bookstores, to the 
Internet.” With respect to the Canadian context, Larry Stevenson of Chapters acknowledges that the 
growth of Chapters Online in the past year has cannibalized sales from within the chain.°’ 


Increasingly, consumers have more access to reviews, background materials, and sample passages to 
read. The recent phenomenon of book groups and online chat sessions with other readers or authors 
makes for a highly discriminating book buyer. Oprah Winfrey can literally launch a formerly 
unknown writer’s career with a single appearance on her show. Before he retired, Peter Gzowski had, 


on a smaller scale, a comparable influence on the sales of the work of Canadian authors after they 
were featured on his CBC radio show Morningside. 


* Bain & Company, 1994: 9. 


* Anita E. Hennessey, “Online Bookselling 1999,” M.A. thesis prepared for the Centre for Publishing, New York 
University, <www.bisg.org/99thesis.html>. 
# Ibid, 23. 


® “Chapters Inc. announces Q3 results,” Canadian Corporate News, 8 February 2000 
<wwwe.cdn-news.com/scripts/ccn-release>. 
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Overall, these changes in business opportunities and the extent to which consumers are well informed 
will continue to have an important impact on the level of competition in the distribution and sale of 
books. In the book publishing and selling industry this seems to be taking the form of the 
consolidation of traditional retail and Internet activities. 


B. RELEVANT LEGISLATION 


There are several pieces of legislation that are relevant to the current study of the book industry in 
Canada. These include the Competition Act, the Investment Canada Act, the Copyright Act and the 
Excise Tax Act. The cultural implications of these Acts as they relate to Canada’s book industry are 
discussed below. 


1. The Competition Act 


Recent developments in the book industry in Canada that have attracted the attention of the 
Competition Bureau include increased market share of retail sales by Chapters and vertical 
integration of a new wholesaler (Pegasus) and a retailer (Chapters). To date, neither has warranted a 
call by the Commissioner of Competition for a full investigation, although it is incorrect to assume 
that the file at the Bureau is closed. Since the focus of the Heritage Committee is cultural, Appendix 
F discusses the role of the Competition Bureau in its application of the Competition Act, while this 
section speaks to the related cultural implications of market share and vertical integration. 


There was some suggestion made before the Committee that the Competition Act should be expanded 
to include cultural considerations. The Deputy Commissioner of Competition appeared before the 
Committee and gave his views on such an inclusion, arguing that support for culture should be 
handled outside of the Act. 


In our discussions with some members of the Canadian bookselling industry, the issue was 
raised as to whether or not the bureau’s analysis under the Competition Act included some 
consideration of cultural concerns. As I indicated earlier, the act is a law of general application 
with a clear and targeted focus on competition. Consequently, it does not deal with other 
public policy issues such as, for example, the nationality of ownership or the need to promote 
and maintain cultural objectives. Such an approach is consistent with the anti-trust approach 


taken by Canada’s major trading partners. 


When governments decide that a particular industry requires some form of special or 
preferential treatment, this is accomplished through the introduction of specific programs or 
legislation targeted to the particular industry concerned. Those activities of the industry that 
would fall under direct regulation resulting from such specific legislation would be exempt 


from the scrutiny of the Competition Act.” 


& Mr. André Lafond, Deputy Commissioner of Competition, Competition Bureau, 30 March 2000. 


Two specific issues that relate to Chapters and touch the Competition Act are Chapters market share 
4s an indication of market dominance and the vertical integration of the retailer Chapters with the 
wholesaler Pegasus. The sections below deals with these issues In more detail. 


i. Market Share 


There is little question that Chapters is the dominant retailer in the Canadian book industry, but 
considerable debate still exists about the size of that dominance. In other words, the question remains: 
What proportion of the book market in Canada is held by Chapters? As noted earlier, estimates range 
from under 25% to 70%. 


The precise estimate is not without significance, as it can determine the stance of the Competition 
Bureau towards Chapters: 


There are no hard and fast rules as to the relationship between market shares and dominance. 
However, the bureau’s general approach in evaluating allegation of abuse of dominance is as 
follows. A market share of less than 35% will generally not give rise to concerns of market 
power or dominance. A market share of over 35% will generally prompt further examination 
by the bureau. A market share greater than 50% in the case of a single firm will prima facie 


be considered dominance.” 


At the time of the merger of SmithBooks and Coles in 1995, the Competition Bureau estimated that 
the two together had about 50% of retail book sales in Canada. Several witnesses argued that 
Chapters, as a result of the merger, would certainly have more than 50% five years later and after 
building scores of superstores. 


The key here is that the estimate by the Competition Bureau of Chapters’ market share is based on a 
relatively narrow definition of the market for books. Since 1995, many non-traditional booksellers 
have entered the marketplace; these include Costco, Wal-Mart and some of the larger supermarkets. 
In addition, the sale of books on the Internet is booming; last year, Internet sales represented about 
2% of sales in Canada (about 4.5% in the U.S.), but sales are growing rapidly and some experts 
forecast that the Internet may eventually represent 20% of book sales. 


The Canadian Booksellers Association used an extremely narrow definition in calculating its estimate 
of Chapters’ market share. At one time, the Canadian Booksellers Association believed that “Chapters 
already controls 70% of the retail market in Canada”. At the 7 December 1999 meeting of the 
Committee, the President of the Canadian Booksellers Association was asked about Chapters’ market 
share and lowered the estimate: “It’s my understanding it’s 55%. I get that number from publishers 
with whom I have conversations. They say, ‘This is how many books we’re shipping to them’?! 


In its brief to the Committee for the 24 February 2000 meeting. Chapters contested the use of 
publishers’ shipments to Chapters as a measure of market share for four reasons: (1) the statistic 
excludes publishers’ direct sales, (2) the statistic excludes imports for the titles published or 


n Mr. André Lafond, Deputy Commissioner of Competition, Competition Bureau, 30 March 2000. 
* “Sample Letter to MP from Employers,” from CBA Internet site: www.cbhabook.org. 
' Ms. Sheryl M. McKean, Executive Director, Canadian Booksellers Association, 7 December 1999. 
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represented by the publisher/distributor, (3) the statistic ignores publishers’ sales to wholesalers and 
(4) the share of a sample of publishers is not necessarily equal to the share of the market. 


Even if all publishers were included, however, the estimate could be biased upward if the shipments 
did not adjust for returns and if Chapters returned a higher proportion of shipments than did other 
booksellers (which is, in fact, the case). Indeed, the returns issue injects a further level of uncertainty 
into the calculation of market share.” 


A related problem has to do with changes in the traditional book market. Indigo Books, Music and 
Café, which did not exist in 1995 and now has 14 superstores, probably had sales in 1999 in the range 
of $70 million. In addition, Renaud-Bray, Canada’s largest French-language book chain “has decided 
to venture into the English language ... and may consider opening stores outside Quebec. The 
company is keeping an eye on Toronto, Paris and possibly New York City.” 


Chapters prefers a broader definition of the market for books, one that would include non-traditional 
outlets. In his appearance before the Committee on 13 April 2000, the President and CEO of Chapters 
noted that a Save-On-Foods in British Columbia had 2,600 square feet in its store devoted to books, 
with 9,773 titles; the nearby SmithBooks had 7,338 titles. Surely, he argued, Save-On-Foods should 
be considered a competitor in the book market and included in any definition of the market. 


At the same meeting, support for this position was provided by a Committee member who noted that 
a small independent book retailer in Collingwood, Ontario told him that he had gone out of business 
when the local Loblaws grocery store expanded and introduced an in-store book retailing section. 


In his second appearance before the Committee, the President and CEO of Chapters provided his 
estimate of Chapters’ market share based on an inclusive definition of the book market in Canada: 


Many studies have been done over the past ten years on the size of the Canadian consumer 
book industry. In no study has the market size been shown to be less than $1.3 billion, and 
that was back in 1990. We believe that the Canadian consumer book market in 1999 was 
somewhere between $2.3 billion and $2.6 billion. If you exclude Chapters’ sales of non-book 
products, which are respectively 18% of our sales, it means that Chapters’ book sales in this 
fiscal year will be around $520 million, which would imply that we have the market share of 


somewhere between 20% and 23% of the consumer book market in Canada.” 


He then conceded: “If one accepts the narrow definition of the market, clearly our market share would 
be higher, ... as opposed to the 20% to 23% that we define on the broader definition.’ No matter what 
estimate is used for Chapters’ market share, however, the words of an official from the Competition 
Bureau should be kept in mind: “Acquiring a dominant position in the market is not illegal.” 


7 See Chapter Six for a more detailed discussion of returns. 

* Leah Eichler, “Indigo owner optimistic on stores, worried about industry,” PublishersWeekly.com, 20 March 
2000. 

# Mr. Larry Stevenson, President and Chief Executive Officer, Chapters Inc., 24 February 2000. 

 Ibid., 13 April 2000. 

% Mr. Chris Busuttil, Acting Assistant Deputy Commissioner of Competition, Competition Bureau, 30 March 2000. 
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ii. Vertical Integration 


The issue that probably generated the most heat during the Committee's hearings was the relationship 
between the book retailer Chapters and the book wholesaler Pegasus. In May 1999, Chapters 
announced the formation of Pegasus Wholesale Inc. and the appointment of Dennis Zook as its 
president. At his 24 February 2000 appearance before the Committee, Mr. Zook Jee the initial 
start-up costs for facilities, equipment and systems at over $15 million and total investment by 
Chapters since the formation at over $50 million. Chapters now owns 82% of Pegasus. 


The President and CEO of Chapters was proud of having established Pegasus. “Chapters has helped 
ensure a strong future for the Canadian book industry by investing to set up a national book 
wholesaler, Pegasus,” stated Larry Stevenson.” 


Lest this be thought too altruistic, he noted that an efficient, full-service wholesaler was imperative 
for Chapters, if it was to compete not only as a traditional bricks and mortar company but also online. 


He explained: 


… Chapters could not compete with Amazon and provide Canadian consumers a Canadian 
online alternative without the fulfilment capabilities of Pegasus. ... We do not believe that 
consumers will choose a website that asks them to wait six to eight weeks for a book when 


most of these books are available in days from U.S. alternatives.” 


The Deputy Commissioner of Competition from the Competition Bureau appeared before the 
Committee and noted: 


Is vertical integration an anti-competitive activity under the Act? The answer is no. Vertical 
integration is not an anti-competitive practice; in fact, vertical integration can represent a 
pro-competitive and efficiency-enhancing strategy by a firm. However, should vertically 
integrated firms engage in an anti-competitive act, the Bureau would not hesitate to 


intervene.” 


Nevertheless, there were fears expressed in the media and before the Committee that a majority share 
in Pegasus could put undue power into the hands of Chapters, paving the way for possible abuse of a 
dominant position. It was claimed that an independent bookseller that did deal with Pegasus, could 
be disadvantaged in several ways. For example, Chapters could — it was argued — receive 
preferential service, and could obtain information about the operations of its rivals. 


Chapters and Pegasus, in their written briefs and appearances before the Committee, attempted to 
answer each concern. Of overriding significance was the fact that Pegasus was a new wholesaler. 
Independent booksellers could continue to use whatever distribution channels they used before 
Pegasus. Pegasus, according to its President, had no exclusive rights to any titles and had no intention 
of obtaining any, meaning independents would not be forced to deal with Pegasus. As a wholesaler, 
Pegasus claims that it is asking only for the traditional discounts that a wholesaler operating on its 


Mr. Larry Stevenson, President and Chief Executive Officer, Chapters Inc., 24 February 2000. 
*® Ibid. 


* Mr. André Lafond, Deputy Commissioner of Competition, Competition Bureau, 30 March 2000. 
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scale would receive. It also provided the Committee with some evidence that the discounts it has been 
after are established wholesaler discounts.* 


The President of Pegasus made the point that he would like to attract retailers in addition to Chapters 
to his firm, and that he could not afford to give Chapters preferential treatment (say, in the delivery 
of the most popular books) or divulge client information to Chapters. If he did so, the independent 
retailers would not deal with him and he would lose profits. Although Chapters is the majority owner 
of Pegasus, the operations of the two are separate, and the remuneration of Pegasus executives is 
based on the profits of Pegasus, not the profits of Chapters. In addition, as will be discussed in 
Chapter Six, it is worth noting that the CEO of Chapters indicated several times before the Committee 
that he would prefer that Chapters be a minority shareholder in Pegasus. Furthermore, at the 
beginning of June 2000, Chapters Inc. announced that it had hired Merrill Lynch Canada to examine 
options for Pegasus, including its sale to others.*! 


Several who appeared at Committee hearings pointed to a merger that had been proposed in the U.S. 
between the giant retailer Barnes & Noble and the giant wholesaler Ingram, as a source of lessons for 
Canada. The proposed merger in the U.S. was abandoned, according to some press reports, because 
the Federal Trade Commission (FTC) was about to rule against it (the parties abandoned the merger 
before an FTC ruling, so no official report or analysis has been provided by the FTC). 


In a 15 November 1999 letter to the Canadian Booksellers Association, the Competition Bureau 
explained its position with respect to Pegasus and noted that the proposed merger in the U.S. was 
fundamentally different from Chapters/Pegasus. The Bureau stated that the establishment of Pegasus 
by Chapters involved a reorganization of assets already owned by Chapters, not the transferring of 
control of an independent wholesaler to a retailer. 


The Competition Bureau did however review Chapters/Pegasus and concluded that the creation of 
Pegasus by Chapters did not contravene the Competition Act: 


While the creation of Pegasus does not create competition law concerns, any business activity 
engaged in by Chapters or Pegasus is subject to the Competition Act. Given the significant 
market presence of Chapters and the evolving business activities of Pegasus, the Bureau is 


continuing its investigation and monitoring developments in the market.*” 


The Committee appreciates and understands the many concerns witnesses have voiced with regard to 
the issue of competition, market share and vertical integration in Canada’s book industry. It agrees 
with the position of the Department of Canadian Heritage and reminds the reader that the Department 
does not focus on issues of competition. For these reasons: 


Recommendation 3.1 


The Committee recommends that the Department of Canadian Heritage establish a 
permanent inter-departmental mechanism with Industry Canada to ensure that the 


* See the Canadian Booksellers Association 1999 Source Book for information on Canadian publishers’, 
distributors’ and wholesalers’ discounts. 

* Susan Heinrich, “Chapters may sell its Pegasus Wholesale unit,” National Post, 2 June 2000, C1. 

* Mr. André Lafond, Assistant Deputy Minister of Competition, Competition Bureau, 30 March 2000. 
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Competition Bureau is made aware in a timely manner of any negative trends 
affecting the creation, production, distribution or sales of Canadian-authored 
books. Representatives charged with this responsibility would be required to report 
to the Standing Committee on Canadian Heritage within six months of the 
Government's response to this report and once a year thereafter. 


As the book industry in Canada becomes more concentrated, however one measures market share, the 
Committee wonders whether there is growing potential for abuse of dominant position, an abuse that 
would imperil numerous independent booksellers. Given these concerns: 


Recommendation 3.2 


The Committee recommends that the Departments of Canadian Heritage and 
Industry Canada get together to determine how the Competition Act could be 
strengthened to protect the Canadian book industry. 


Further comments on the Chapters/Pegasus relationship will be made in Chapter Six. 
2. The Investment Canada Act 


There was some concern expressed before the Committee that recent trends in the Canadian book 
industry would, in some way, open the door to foreign ownership. Mention was made several times 
of the possibility that Barnes & Noble, the U.S. giant retailer that has a 7% investment in Chapters, 
might find a way to merge with Chapters and take over its operations. 


The President and CEO of Chapters argued before the Committee that this was not a possibility. 


First of all, I’m not talking to Barnes & Noble at all about any merger whatsoever. Number 
two, they have no role in governance. In fact, I’m a direct competitor of theirs, and 
barnesandnoble.com is a fierce competitor of Chapters.ca. We do not share any information 
with them that is not available in a public forum. It’s a public company. They’re an investor 
that I treat no differently than I’d treat Investors Group in Winnipeg. They are not on the board 


and they are not involved in the management of this company”? 


Officials from the Department of Canadian Heritage appeared before the Committee and explained 
the role the Investment Canada Act would play in any attempted takeover of a Canadian firm in the 
book industry by a foreign entity. One official began by noting that in 1999 the authority to review 
foreign investments in Canadian cultural industries was transferred from the Minister of Industry to 
the Minister of Canadian Heritage. 


Under the Act, the Minister may review all investments by non-Canadians in the cultural sector, and 
the review includes a consideration of the net benefits to Canadians that would flow from the 
proposed investment. The official from the Department of Canadian Heritage provided a lengthy list, 
from section 20 of the Act, of factors that would be considered in determining net benefit. 


… the effect of the investment on the level and nature of economic activity in Canada; the 


degree and significance of participation by Canadians in the Canadian business; the effect of 


® Mr. Larry Stevenson, President and Chief Executive Officer, Chapters Inc., 24 February 2000. 


D) 
th) 


the investment on productivity, industrial efficiency, and technological development; the 
effect of the investment on competition; the compatibility of the investment with national 
industrial, economic, and cultural policies, taking into consideration provincial, territorial, 
industrial, economic, and cultural policy objectives; and the contribution of the investment to 


Canada’s ability to compete in world markets. 


The official also noted that, in addition to the Act itself, there were specific guidelines pertaining to 
book publishing and distribution.“ Under the guidelines, a Canadian-owned business in the book 
industry cannot be acquired by non-Canadians except under exceptional circumstances. The business 
would have to be in financial distress and Canadians must have had a “full and fair opportunity to 
purchase the business.” Even if these conditions are met, the purchase will still be reviewed for net 
benefit to Canadians. Under the guidelines, the factors to be considered in determining the net 
benefits to Canadians include: 


[A] commitment to the development of Canadian authors, such as undertaking joint ventures 
[with] Canadian-controlled publishers which would introduce the partner’s Canadian authors 
to new markets both domestically and abroad. 


Of most concern to the immediate subject of this report was the affirmation by the department official 
that i 


... We want to ensure in investment cases that Canadian-authored books continue to be made 
available to Canadians. Through the net benefit process, we will endeavour to ensure that 


continues to happen for Canadian-owned businesses.’ 


The Committee strongly supports this position. The factor in determining the net benefit of possible 
foreign investment as it relates to the promotion of Canadian-authored books is of paramount 
importance. 


Recommendation 3.3 


The Committee recommends that the Department of Canadian Heritage, in 
reviewing proposed foreign investment under the Investment Canada Act, ensure 
that no foreign investor is allowed to take over a Canadian firm in the book industry 
unless credible assurances are made that the investment will increase the 
availability of Canadian-authored books. 


3. The Copyright Act 


The 1997 amendments to the Copyright Act (by Bill C-32) included what has come to be called the 
parallel importation provisions. These provisions strengthened the position of Canada as a distinct 


8 Ms. Carla Curran, Chief, Publishing Policy (English), Cultural Development Sector, Department of Canadian 


Heritage, 28 March 2000. 
8 These are available on the Internet at: investcan.ic.gc.ca. | 
* “Revised foreign investment policy in book publishing and distribution,” Text of “Fact Sheet” issued by 


Communications Canada FS-92-3808E, Industry Canada, investcan.ic.gc.ca. | 
87 Ms. Carla Curran, Chief, Publishing Policy (English), Cultural Development Sector, Department of Canadian 


Heritage, 28 March 2000. 
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market for books. Those with the Canadian rights to a book. for example, had additional protection 
from the practice of “buying around.” This practice involved going to another market to bring the 
book into Canada and selling it in competition with the entity that had the Canadian rights. 


As Ms Wanda Noel, a legal expert on copyright, explained to the Committee: 


copyright owners and assignees such as publishers have always had the legal right to control 
the flow of books between markets. It’s been there since 1923. But book distributors, who 
have and still do negotiate exclusive distribution rights for the Canadian market, did not have 
these rights. Bill C-32 gave this importation protection for the Canadian market to exclusive 
book distributors. That was the change. Before, only copyright owners had the rights. Bill 


C-32 gave the same rights to exclusive book distributors. 


There are some qualifications on the exclusive distribution rights — the Canadian price cannot be too 
far out of line with prices in other markets, and the Canadian distributor must be able to provide the 
book in a timely manner — but the ban on buying around does increase the value to a distributor of 
having the Canadian rights to a book. 


Of concern to some who appeared before the Committee was the possibility that Pegasus could obtain 
exclusive rights to some books, so that all bookstores in Canada would have to deal with it to obtain 
these books. It was felt that this would give Chapters, which owns 82% of Pegasus, a strategic weapon 
to use against retail competitors. 


Mr. Dennis Zook, The President and CEO of Pegasus, however, told the Committee that Pegasus has 
not obtained the exclusive rights to any books nor does it intend to. 


The Committee recognizes the importance of having copyright legislation that can keep pace with, 
and be sensitive to, book industry dynamics and changes. Chapter Four will revisit this issue in a 
discussion of new technologies and creators. At that point, Recommendations 4.5 and 4.6 will address 
this pressing matter. 


4. The Excise Tax Act 


Any discussion of books in Canada generally includes at least an indirect reference to the Excise Tax 
Act, which is the legislative basis for the Goods and Services Tax. The Committee hearings on the 
book industry in Canada were no exception, as witness after witness called for the removal of the GST 
on books and other reading material. 


Mr. Michael Wernick, Assistant Deputy Minister, Cultural Development, Department of Heritage, 
appeared before the Committee and argued that removal of the GST was really too blunt an 
instrument to address the cultural concerns in the book industry. 


If you remove the GST there would be about $140 million cost to the treasury of doing that 
in revenue forgone. That would be a very blunt and indirect way of addressing any of the 
issues that you’ve heard. About half of that would be a windfall to the foreign publishing 


houses because their sales would be then a little bit cheaper. 


# Ms. Wanda Noel, Barrister and Solicitor, 28 March 2000. 
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Furthermore: 


There is no way, under trade law, to discriminate and provide the break only to Canadian book 
publishers and not to foreign publishers. It wouldn’t in any direct way flow money to creators 
or to publishers or to retailers. So while the whole system might be a little better off because 
book consumption might go up a little bit because books were 7% cheaper, our view is for 


$140 million you can probably do a lot more good in more targeted applications.” 


The Committee understands the desire expressed by book industry witnesses to have the GST 
removed from books. It worries, however, that this could be an extremely costly and ineffective 
measure in that it might not address most of the important issues raised by industry stakeholders. 


The Committee notes that some books purchased over the Internet from outside Canada may escape 
payment of GST. This is a concern to Canadian booksellers who must charge the GST on all their 
sales and could find themselves at a competitive disadvantage with non-Canadian booksellers. An 
analysis of any effects of the GST on the sale of books should include the possibility of an uneven 
application of the GST to books purchased from non-Canadian booksellers. 


The Committee did not undertake a full study of the GST and its application to books. A fuller 
analysis is needed: 


Recommendation 3.4 


The Committee recommends that the Department of Canadian Heritage and the 
Department of Finance get together and analyze the impact of the tax on books on 
publishing, the sales of books and reading in Canada, with a view to gauging the 
implications of removing the GST on books. 


8 Mr. Michael Wernick, Assistant Deputy Minister, Cultural Development, Department of Heritage, 9 May 2000. 
Unedited copy. 
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CHAPTER FOUR: WRITERS AND 
CREATORS 


Most of the great books, those that live, have been totally initiated by authors. This has always 
been the case; it will always be the case. Great works of art are created by great creative 
artists — not by publishers or committees. Great creative artists are few and far between. A 


publishing house should hold on to any to that come its way.” 


So far, the focus of this report has been on production, distribution, wholesaling and retailing. This 
chapter shifts its attention to writers — the creative force of all literary endeavours — and the 
lifeblood of Canada’s domestic publishing initiatives. 


In the Standing Committee’s 1999 report, A Sense of Place — A Sense of Being, the members stressed 
that: 


We need creators. We need them because it is the creators — more than anyone — who shape 


our cultural identity and give us our sense of who we are and where we belong.”! 


This sentiment has been echoed repeatedly throughout the course of the Committee’s roundtables and 
meetings. As a member of the Committee observed in a meeting with Canadian Heritage 
representatives, a lot has been said about the needs of publishers, but “how does this include the 
creator? ... I think that’s an integral part of the chain. And if we don’t look at that ... then we’re 
missing a great opportunity.” 


This report has already pointed out how the arrival of the superstore has reconfigured every aspect of 
the business chain, from production to methods of wholesale and retail distribution. Historian 
Christopher Moore, who also serves as chair of The Writers’ Union of Canada, expressed his 
membership’s appreciation of the arrival of the book superstore. 


Chapters and its competitors have brought more people into bookstores. They have created a 
buzz of excitement about browsing and buying books. Many of us find their gift certificates, 


their on-line services, new and useful innovations.” 


At the same time, he also voiced his members’ concerns about “the financial squeeze” experienced 
by publishers and retailers that “is rebounding on authors and writers as well.””* 


% James King: Jack A Life With Writers — The Story of Jack McClelland, Toronto: Alfred A. Knopf, 1999, p. 107. 
* A Sense of Place — A Sense of Being, p. 11 

2 Meeting of the Standing Committee on Canadian Heritage, May 9, 2000, Unedited Copy. 

: Brief submitted by Christopher Moore, Chair, The Writers’ Union of Canada, 21 March 2000. 

4 Mr. Christopher Moore, Chair, The Writers’ Union of Canada, 21 March 2000. 
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Similarly, Carole David, speaking on behalf of the Union des écrivaines et écrivains québécois said: 


We have noticed, for example, that publishers are interested first and foremost in making a 
profit. Authors expect publishers to promote people who do not write bestsellers as much as 
they do people who do write them. They expect publishers to be interested in authors who 


È < c c ~ 95 
publish in genres that are not necessarily profitable, like poetry, theatre or essays. 


This chapter discusses some of the opportunities and challenges stemming from shifts in the business 
chain and the potential consequences for creators in three key areas: royalties, public lending rights 


and copyright. 


A. ROYALTIES 


Writers protect their interests through the contracts they sign and in their uses of copyright legislation. 
Generally speaking, when an author is contracted to write a book a commission fee 1s determined. 
Writers also receive additional fees if their books are sold to a publisher in a different country. Once 
the book is published and sold in stores, writers receive a royalty fee calculated on the list price of the 
book and total sales.” 


In situations where a book is sold at a discounted price, a lesser royalty fee is generally paid. As more 
and more books are published in Canada, there appears to be a trend toward selling books off as 
cheaply and as quickly as possible. This may be a benefit to the consumer, but there are serious 
implications for authors. As Christopher Moore explained in his presentation to the Committee: 


[W]e need to include in [the] public debate the place of payments to authors...It’s not 
acceptable to finance discounts in the retail bookstore trade on the backs of rights holders and 


authors...” 


In some cases, however, the question of royalties has more to do with the business practices of 
particular publishers, than retail discounts. For example, in a letter submitted to the Committee, 
children’s author Ms. Lise-Anne Pilon-Delorme, explained how she had to take her complaint about 
unpaid royalties to Small Claims Court. 


I won my case in court, but at what a price! In addition, I had been generous to the publisher 


in agreeing to swallow a loss of royalties amounting to $1,128, so he could stay in business.” 


Canada’s various writers’ organizations, including the Writers’ Union, l’Union des écrivaines et 
écrivains québécois, the Periodical Writers Association of Canada, the Editors’ Association of 
Canada, and The Playwrights Union of Canada, provide their members with advice about contracts 
and sample contract forms. Authors’ contracts are typically prepared by the publishing house and 
contain provisions which sometimes trigger adjusted royalty payments. Mr. Christopher Moore 
advised the Committee that the Writers’ Union is continuing to discuss these contract matters with its 


* Ms. Carole David, writer and professor, Union des écrivaines et écrivains québécois, 21 March 2000. 


* The Canada Council for the Arts tracks the sales of funded books over two-year periods (see Chapter Two 
and Appendix C for recent Canada Council data). 


© Mr. Christopher Moore, Chair, The Writers’ Union of Canada, 21 March 2000. 
* Ms. Lise-Ann Pilon-Delorme, author, letter to Committee (undated). 
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members and with Canadian publishers. But, he stressed: “[I]t seems to us completely unacceptable 
that authors should be expected to subsidize the discounting that goes on in the big-box retailer’”” 


Mr. Nigel Berrisford, Senior Vice-President of purchasing at Pegasus Wholesale, reminded the 
Committee that changes in royalty payments relate largely to retail, rather than wholesale practices. 


In some cases, the standard author’s contract would say that if a discount was over 50% by a 
retailer, then the royalty would be reduced. In most cases, the discount we give is not over 


50%, so the royalty would not be reduced.'” 


Berrisford agreed that there are a wide range of ways in which royalty payments are calculated, but 
these are as much to do with the sales potential of the author, rather than with wholesale or retail 
practices. 


If you're John Grisham, you get 25%. If you’re Alice Munro, you get 25%. If you’re a first 
time author, you most probably get 9%. I think those things are ... unchanged. So our being 
around has had no effect on royalties to authors except in that we have sold more books, and 


therefore authors’ royalties have risen substantially because of volume.” 


In order to deal with the concerns raised by witnesses about possible negative impacts on royalties 
brought about by ongoing changes in the book industry: 


Recommendation 4.1 


The Committee recommends that the Department of Canadian Heritage conduct a 
study on the current economics of author royalties and report to the Committee on 
these changes six months after the Government’s response to this report and once 
a year thereafter. 


In addition: 
Recommendation 4.2 


The Committee recommends that the Department of Canadian Heritage, in 
conjunction with the Canada Council for the Arts and Canada’s major writing 
organizations, arrange a series of regionally-based professional development 
workshops for writers and publishers on contract preparation. 


Finally, a number of witnesses pointed to the importance of authors’ tours as a valuable contribution 
to Canada’s book culture. In the Committee’s view, existing support for artists’ tours is insufficient. 
The Canada Council for the Arts will contribute up to $1,300 for a tour; in addition, some publishers 
support book tours. Since a cross-country tour typically costs ten times the maximum amount 
provided by the Canada Council: 


Mr. Christopher Moore, Chair, The Writers’ Union of Canada, 21 March 2000. 
'° Mr. Nigel Berrisford, Senior Vice-President of purchasing at Pegasus Wholesale, 24 February 2000. 
or ta 
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Recommendation 4.3 


The Committee recommends that the Department of Canadian Heritage and / or the 
Canada Council for the Arts develop a strategy to increase support for authors’ 
book tours. 


B. PUBLIC LENDING RIGHT AND REPROGRAPHIC COLLECTIVES 


Public Lending Right Payments and photocopy collective payments are other sources of income for 
writers. Writers who sign up with a reprographic collective such as Cancopy or Copibec, for example, 
receive an annual payment for the photocopying of their work. These payments are based on licence 
fees paid to the copyright collective by libraries and other institutions. Although Cancopy payments 
do not relate directly to book publishing, selling or distributing, they do reflect the extent to which 
the copyright collective has entered into the previously untapped photocopying market on behalf of 
Canadian writers and creators. Cancopy makes annual payments to its “Member/Creators” (writers 
who join the organization). Payments to writers who are not members of Cancopy are made directly 
to their publisher. Payments to foreign rights holders (which includes both creators and publishers) 
are made through the reproduction rights organization in that particular country. In 1999, Cancopy 
paid $2 million to some 3,450 member/creators.!” 


In 1986, Canada established the Public Lending Right Commission to pay authors for the presence of 
their works in public libraries. Payments are determined from a sample of the holdings of a 
representative number of libraries. The more often an eligible work appears in a library collection, the 
greater the payment an author receives, up to a set maximum which is determined each year, 
according to the number of writers, translators, illustrators, titles and libraries involved. 


Table 4.1 shows that, in 1999-2000, the maximum payment was $3,445 and the average payment was 
$663. A total of $8 million was paid out to 12,148 writers, translators and illustrators. As Vicki 
Whitmell of the Canadian Library Association told the Committee, the importance of these payments 
is that they recognize the continued use of a book long after its initial launch. 


When libraries maintain books long past their commercial lifespans, writers are served by 
both the continued availability of their work and the ongoing flow of public lending right 


payments, which in may instances will exceed royalty payments over time.! 


Table 4.1 
Public Lending Right Commission payments to Canadian authors, translators and illustrators, 
1994-2000 
| 1994-95 | 1995-96 | 1996-97 | 1997-98 | 1998-99 | 1999-2000 
Authors paid 9,604 10,172 10,730 11451 11,602 12,148 
Total paid ($) 6,251,784 | 6,077,961 | 6,000,406 | 8,030,000 | 8,059,252 8,052,114 


Max. payment ($) 3,390 3130 
Average paid ($) 651 598 


2,935 3,900 3,780 3,445 
999 720 695 663 


"* Statistics provided by Wendy Noss, Corporate Counsel, Cancopy. 
"© Ms. Vicki Whitmell, Executive Director, Canadian Library Association, 21 March 2000. 
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Although The Writers’ Union expressed a concern that 


payments in 1999 to authors had actually 
declined 15% 


over the previous year, the figures provided above do not substantiate this claim. 


The Writers’ Union also observed that the Standing Committee could recommend that the 
Government of Canada “enshrine the Public Lending Right in legislation and increase funding to the 
PLR Commission do that it can adequately compensate writers for the public use of their works.” 


The Union’s concern is that Public Lending Right exists because of a cabinet minute rather than a 
piece of legislation. 


Recommendation 4.4 


The Committee recommends that the Department of Canadian Heritage initiate an 
evaluation of the Public Lending Right Commission with a view to improving this 
important source of income for Canadian authors, translators and illustrators. 


C. COPYRIGHT 


Chapter Three reviewed copyright issues as they relate to competition and ownership. This section 
looks at copyright law and its implications for creators. 


Wanda Noel, a barrister and solicitor, presented the Committee with an overview of current copyright 
legislation, more specifically in the way it places a focus on territorial markets and geographical 
control. Most telling was her example of the American publisher who delayed the release of the 
second volume of the popular Harry Potter book series from Britain, only to find that young 
consumers in the U.S. were ordering it directly from Amazon’s U.K. division. As a result, the U.S. 
publisher was forced to reconsider its scheduled release dates for its Harry Potter titles. As Ms. Noel 
explained, geographical control: 


... 1s a thing of the past. I think of this almost as the genie having been let out of the bottle, 
because book buyers have ... been empowered by the Internet. They’re out of the publishers’ 
bottle of territorial markets, and it’s going to be very hard to try to contain that book-buying 
practice by individual book buyers, even if Parliament or this committee decided it was a 
desirable thing to do so ...'” 

The Association of Canadian Publishers, representing 145 Canadian-owned publishing companies 
from every province expressed similar concerns: “The World Wide Web and growing access to online 
information require new measures of copyright protection for producers of Canadian content.” 
Similarly, The Canadian Publishers’ Council, which primarily represents foreign owned publishers 
operating in Canada, described the Internet as “a new place for copyright infringement.”'”” 


Both of these publishers’ organizations believe that the federal government can play a key role in 


international copyright legislation. “We …require: leadership in international copyright ownership 


4 Brief submitted by The Writers’ Union of Canada, 21 March 2000, p. 4. 
105 Ms. Wanda Noel, Barrister and Solicitor, 28 March 2000. 
16 Brief submitted by the Association of Canadian Publishers, 2 March 2000, p. 2. 


‘7 Ibid. 
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policy, particularly as it pertains to digital delivery of intellectual property." Moreover, “Canada 
must ratify WIPO treaties immediately if any of our commercial aspirations in the digital age is to be 


realised.”'” 


In written comments to the Committee, copyright lawyer Lesley Ellen Harris suggested that the ~ 
emerging online world of publishing has potential benefits for Canadian booksellers and authors. At 
the same time, however, she pointed out that Canada has some catching-up to do. 


U.S. legislation has already been enacted to protect copyright works and against copyright 
information being removed from electronic works. This gives U.S. book publishers and 
distributors [and by implication authors] an advantage over their Canadian counterparts with 
respect to electronic books. The U.S. changed their laws to conform with new international 
standards set out in two new copyright treaties that deal with digital copyright issues. Canada 


supports these treaties but has not yet changed ... legislation ... to adhere to these treaties.''° 


It should be stressed that The Writers’ Union does not see electronic publishing as a threat to its 
members, as long as the appropriate copyright issues are resolved. 


If we can develop an electronic system that produces a diversity of Canadian writing and 
delivers it in a way that the creators are paid and the readers have easy access to it, I think 
that’s a wonderful prospect, rather than a threat. Again, we need to worry about market 
dominance and about who is going to control and whether the rights are going to be paid on 


them. '!' 


In Connecting to the Canadian Experience, the Government’s response to A Sense of Place, A Sense 
of Being, it was noted that consultations are ongoing between Industry Canada and the Department 
of Canadian Heritage “to assess what specific amendments to Canada’s Copyright Act will be needed 
to implement the [WIPO] treaties.”''’ The response also contains a commitment to “work to keep the 
Copyright Act up to date, and to take into consideration the necessary balance between the rights of 
creators and the rights of access of Canadians.’ 


Accordingly, in the area of copyright legislation, the Committee observes that the principal issue is 
not only that of timing, but speed. As many publishers and Ms. Noel emphasized, the. ‘digital clock’ 
is ticking. 


I don’t think we have a long time. The copyright issues dealing with digital exploitation of 
material are important tools that are given to the cultural industries to enable them to 
maximize their ability to earn royalties in an on-line environment. So I think it’s important 


and we should move with dispatch, but when I look to the rest of the world, I wouldn’t Say 


7% Brief submitted by the Association of Canadian Publishers, 2 March 2000, p. 5. 

"® Brief submitted by the Canadian Publishers’ Council, 2 March 2000, p. 3. 

"° Ms. Lesley Ellen Harris, Copyright Lawyer, submission read to the Standing Committee on Ganadian 
Heritage by Ms. Wanda Noel, 28 March 2000. 

"Mr. Christopher Moore, Chair, The Writers’ Union of Canada, 21 March 2000. 

"’ Connecting to the Canadian Experience: Diversity, Creativity and Choice, The Government of Canada’s 
Response to A Sense of Place, A Sense of Being, November 1999, p. 20. 

"3 Ibid. 


42 


we're behind. We could fall behind if we do nothing. I would very much like to see a 


copyright bill tables on these issues soon — within the next year or so.'"* 


Michael Wernick, Assistant Deputy Minister, Cultural Development, with the Department of 
Canadian Heritage concurred. He observed that: 


There’s a whole tangled mess of ... issues from Bill C-32 and the new technology issues. The 
treaties are a very important part of that. The government has made a commitment to 
implement them. ... We’re trying very hard to find with Industry Canada some sequencing 
that will make sense. So rather than talking about phase three, where every issue will be on 
the table and it’ll take you three years to get through the bill, maybe we can agree to a 


continuous process ... where we take on this issue, then this issue, then an issue, then this 
issue.'! 


The Committee recognises both the complexity of the issue and the efforts of the Department on this 
matter. Nevertheless, it remains the case that little progress has been made on copyright legislation 
over the last year. For this reason, the Committee repeats — in this instance with timelines — the 
recommendations made in its 1999 cultural policy report, A Sense of Place, A Sense of Being.'* 


Recommendation 4.5 


The Committee recommends that by no later than the year 2002, Legislation 
implementing the two World Intellectual Property Organization (WIPO) Treaties be 
introduced by the government and enacted by Parliament. 


Recommendation 4.6 


The Committee recommends that by no later than the year 2002, the Government of 
Canada take appropriate measures to ensure that amendments to the Copyright Act 
keep pace with technological change. 


“4 Ms. Wanda Noel, Barrister and Solicitor, 28 March 2000. | | | 
“5 Mr. Michael Wernick, Assistant Deputy Minister, Department of Canadian Heritage, 9 May 2000. Unedited 


copy. | 
55 Recommendation 4 and 5, A Sense of Place, À Sense of Being, June 1999, p. 21 
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CHAPTER FIVE: LIBRARIES, 
PRESERVATION AND ACCESS 


In his presentation to the Committee, Mr. Roch Carrier, a distinguished Canadian author and Canada’s 
National Librarian, described Canada’s network of some 22,000 libraries as a place where 
life-transforming discoveries are made and careers are launched. He stated: 


Had I not opened a book... I would probably be a forestry worker, like all of the good friends 
I had back then. Books changed my life. When I visit a library and see the librarian give a 
child a book, I wonder if she is [also] about to change that child’s life.'”’ 


With this in mind, Mr. Carrier implored the Committee’s members to pay close attention to the role 
libraries play as a part of the “ecological” fabric of the Canadian book industry, since it is his view 
that: 


We cannot consider the broader issue of books without giving some thought ... to this 
extraordinary network of libraries that do a remarkable job promoting books and reading and 


distributing information.’ 


The Canadian Library Association also reminded the Committee that public libraries “are the most 
heavily used cultural institutions in many Canadian communities.”'” Indeed, as Ms. Carole David of 
the Quebec writers’ union argued, Canadian libraries help fulfil several essential roles: 


First they ... encourage people to read ...and educate readers. They are also important as 
information providers. [Furthermore, they] ... advise users and encourage them to read works 
that go beyond bestsellers.'” 

In voicing many of these same sentiments, Claude Primeau, of the Canadian Publishers’ Council 
emphasized that what his fellow publishers wanted was “a strong public library community” and “a 
public library community that presents itself as the modern information centre in every community.” 


He explained: 


We need, in this country, a strong bookselling and library community in our schools. ... [ can 
remember when public libraries and school libraries would phone me in November saying 


‘Have you got any books? We have to spend our budget.’ Then all that disappeared. ... So now 


“7 Mr. Roch Carrier, National Librarian, 2 March 2000. 


48) ibid. vet 
‘9 Ms. Vicki Whitmell, Executive Director, Canadian Library Association, 21 March, 2000. 


‘2 Ms. Carole David, writer and professor, Union des écrivaines et écrivains québécois, 21 March 2000. 
21 Challenges, Opportunities and Technology in Canada’s Book Distribution Industry, Brief submitted by the 


Canadian Publishers’ Council, 2 March 2000, p. 3. 
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we really have to dig. ... the kids [are] selling chocolate bars and so forth. That’s not healthy 


for our children, and my grand children.'” 


The above citations reaffirm the importance of each and every link in the book chain. This chapter 
examines some key concerns associated with preservation and access as expressed by witnesses - 


involved in these areas. 


A. COUNTING ON BOOKS 


Surprisingly, an accurate count of how many public, school, and institutional libraries exist in Canada 
is not available. Mr. Roch Carrier describes the available statistics for libraries as “poor and weak.” 
Mr. Louis Cabral of the Association pour l’avancement des sciences et des techniques de la 
documentation (ASTED), shares this opinion, further adding that “libraries are looking for valid 
indicators that would allow them to measure their impact on the cultural, scientific and even economic 
life of this country." 


Ms. Vicki Whitmell of the Canadian Library Association informed the Committee that approximately 
19 million Canadians — about six out of every ten Canadians — own a library card and borrow 
roughly 276 million items in a typical year. Ms. Whitmell also estimated that in 1996, the total 
expenditures of Canadian libraries were somewhere between $2 billion and $4 billion, of which about 
$320 million was spent on collection development. * 


More recently, The Canadian Library Association has tried to develop a system for gathering accurate 
and valid library statistics. In partnership with ASTED (its Quebec counterpart), the National Library 
of Canada, the Association of Canadian Publishers and the Department of Canadian Heritage, the 
CLA examined the purchasing pattern of Canada’s largest public libraries. The study revealed that 
33 large urban libraries purchased more than 12,000 copies of 100 Canadian titles published in 1996 
and 1997. For Ms. Whitmell, this example highlights the need for further CO-operative, statistical and 
research partnerships. She explained: 


This study as is an excellent example of how research ... supported by public libraries and 
funded in part by [the Department of Canadian] Heritage, can demonstrate what is actually 
happening in publishing. CLA urges Canadian Heritage to become more active in promoting 


and funding research on book publishing, book distribution, and reading in Canada.” 


On this point, Statistics Canada officials concur. In their appearance before the Committee, they 
indicated a willingness to work with various partners to harmonize some aspects of the data collection 
process. Therefore: 


* Mr. Claude Primeau, President and CEO Harper Collins Canada Limited, Immediate Past President, 
Canadian Book Publishers’ Council, 2 March 2000. 

* Mr. Louis Cabral, CEO, Association pour l'avancement des sciences et des techniques de la documentation, 

21 March 2000. 

Although these numbers are taken from the National Core Library Statistics program of Statistics Canada, 

they are but loose approximations, an issue that Statistics Canada readily acknowledges. For this reason, 

argues Statistics Canada, “[B]etter information on such indicators as library membership, personal visits, and 

electronic information access would further enrich” an understanding of Canada’s library network. 

© Ms. Vicki Whitmell, Executive Director, Canadian Library Association, 21 March, 2000. 
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Recommendation 5.1 


The Committee recommends that within a year of the presentation of this report, the 
Department of Canadian Heritage develop and fund a set of comprehensive tools for 
measuring the activities of libraries in the form of valid and up-to-date statistics 
relating to library funding, library spending and library usage by Canadians, 
including print-disabled Canadians. These impact assessment tools should be 
developed with appropriate input from Canada’s library, publishing and academic 


communities, as well as representation from Statistics Canada. 


B. PRESERVING CANADA'S LITERARY HERITAGE 


A unique aspect of the public library is its role in maintaining public access to the literary output of 
the past. Libraries enable Canadians to access their literary heritage over time. The preservation of 
fragile materials, however, places special demands on technical expertise and space, since these 
collections keep on growing. For the National Library of Canada, maintaining that degree of access 
is becoming increasingly difficult, especially since the national collection grows at a rate of 500,000 


items a year, representing a 4% increase in collection space. As Mr. Carrier noted: 


In spite of what we hear about print publications being replaced by electronic ... our statistics 
tell us that there is an increase in print publications. As a result we have reached a point where 
new items received sit in storage boxes as we have no room to shelve them and make them 
accessible to Canadians. .... This crisis has not surfaced as a problem in the places of power 


and decision-making.'* 
Mr. Roch Carrier identified an additional area of concern. 


As National Librarian, I must say bluntly, that I do not have the tools in some areas to fulfill 
our mandate to preserve the published heritage of Canada. The national treasure of original 
Canadian newspapers, for example, is sitting in horrendous conditions out in an industrial 
area of Ottawa — with bare, hot light bulbs dangling from the ceiling not far from very brittle, 


dry newsprint. ... This is a disaster waiting to happen." 


Recommendation 5.2 


The Committee recommends that in conjunction with the National Librarian and the 
National Archivist, the Department of Canadian Heritage immediately initiate a 
planning process to examine the long-term space and preservation needs of both 


the National Archives and the National Library. 


2 Mr. Roch Carrier, National Librarian, supplementary answers to questions raised by members on 2 March 


2000. 
bio. 
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C. ACCESSING CANADA’S LITERARY HERITAGE 


Although its collection of literary treasures spans hundreds of years, Canada’s National Library is a 
relatively young institution. It was established in 1953 by the National Library Act, with the goal of 
collecting, preserving and making accessible Canada’s literary heritage. In less than fifty years, the 
library has accumulated over 18 million items, including books, literary manuscripts, newspapers, 
and sound recordings. The Legal Deposit Act, enacted in the same year, guarantees the library’s 
acquisition of contemporary materials. The Act requires Canadian publishers to provide the library 
with copies of everything they publish. For material written and published before 1953, and for 
Canadian materials published elsewhere in the world, the library has had to acquire these publications 
in the marketplace or through the kindness of benefactors.!? 


In his address to the Committee, Mr. Roch Carrier, the National Librarian, emphasized two issues: 
continuing acquisition and increased access to the collection. The first, as noted in the previous 
section, requires space; the second, has implications for government action. 


In 1995, the National Library of Canada launched AMICUS (Latin for “Friend”), a bibliographic 
management system. AMICUS is a database of the holdings of some one thousand Canadian libraries, 
including the National Library of Canada. Librarians across the country make extensive use of this 
database when they catalogue their own collections. In consulting AMICUS, librarians and scholars 
can access rare Canadian materials, wherever these may be held. And through the National Library’s 
Inter-Library Loan System, they can borrow these materials through their own local libraries, no 
matter where they live in Canada. 


In 1999 AMICUS went online, but for a fee.” Although the National Librarian has received many 
requests from librarians and users to make this service free, the difficulty, he explained, is due to 
Treasury Board cost recovery policies. As a result: - 


Because we have had to charge for this service, there are many libraries in this country who 
do not have access to this rich source of Canadian information and will search from 
information via the Library of Congress or British Library catalogues because they are free. 


But what a lot they are missing of the output of their own countrymen and women. !* 


À member of the Committee asked the National Librarian: “What kind of money would it take to 
bring that online here in this country so that, yes, Canadians don’t have to go across the line?” In a 
letter to the Committee, Mr. Carrier estimated that it would cost $600,000 to make this service 
available free to all users for the next three years. He added: 


In 1977, for example, Montreal industrialist and bibliophile Jacob M. Lowy donated his collection of rare 
Judaica and Hebraica, assembled over a 50 year-period, to the National Library where it now has a room for 
researchers and scholars. The Friends of the National Library of Canada, a volunteer support group founded 
in 1991, organizes fundraising events to help purchase rare Canadian materials pre-dating Canada’s legal 
deposit regulations. 

‘ Training session: $125; Documentation: $40; Account set-up: $40: fee-per of between $0.55 and 
$0.70 for every item searched: plus a minimum billing fee of $40. (fee-schedule posted at: 
http://www.nlc-bne.ca/amicus/access/billing-e.htm> 


'° Mr. Roch Carrier, National Librarian, Supplementary answers to questions raised by members on 2 March 
2000. 


* Standing Committee on Canadian Heritage, 2 March 2000. 
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And the world being a global village, free access to AMICUS would give Canada a voice in 
the market of information which is 95% American. As proud Canadians, we believe that the 
Canadian Experience might be useful to many." 


The Committee shares this perspective and recommends the following action: 


Recommendation 5.3 


The Committee recommends that the Government of Canada provide additional 
funding to the National Library of Canada, beginning in the fiscal year 2000-2001, so 
that its AMICUS services may be provided at no cost to its users. 


D. HOW AND WHERE LIBRARIES BUY THEIR BOOKS 


In 1998, Canada’s larger public libraries spent approximately $66 million on new materials, 
$44 million of that in Canada. '* This represents an average per capita expenditure of $3.68 for the 
populations these libraries serve.'**'* 


Given this scale of purchasing power, it is hardly surprising that witnesses offered suggestions as to 
how libraries should spend their money. Mr. Charles Burchell, an independent bookseller representing 
the Atlantic Provinces Booksellers Association suggested that library purchases should be made 
through stores like his. He argued: 


Put in place a program where public libraries and institutions must buy their books from 
accredited bookstores in their region at fully suggested retail price. As you know, Quebec has 
done this, and I firmly believe it has been one of the strong points that has kept independent 
bookstores viable.'”° 

The provincial legislation to which Mr. Burchell was referring is known as Law 51. This Quebec law 
includes measures that govern how libraries and schools should purchase books. In part, 
Quebec-owned publishers and distributors must provide accredited bookstores in Quebec — which 
also have to be 100% Quebec owned — with a 40% discount on most materials and 30% on others. 
Schools and libraries buy their books at the full list price at accredited bookstores in their region. In 
return, publishers receive grants to help keep the costs of their books down. Bookstores must meet 
certain standards of service and inventory to maintain their accreditation, while schools and libraries 
can apply for grants to help cover the costs of books published in Quebec."”’ 


2 Mr. Roch Carrier, National Librarian, supplementary answers to questions raised by members on 2 March 


2000. 
‘# Equivalent statistics are not available for the thousands of smaller public libraries in Canada. … 
184 Close to 13% of their materials budget is spent in United States. Canadian Public Library Statistics 1998, 
Council of Administrators of Large Urban Public Libraries, (CALUPL) p. 92. 
5 Canadian Public Library Statistics 1998, Council of Administrators of Large Urban Public Libraries, (CALUPL) 
136 Leurs Burchell, Owner, the Book Room; Atlantic Provinces Booksellers Association, 29 February 2000. 
7 Backgrounder on “Act respecting the development of Quebec firms in the book industry”, provided by 


Ministère de la Culture et des Communications, Government of Quebec. 
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In his brief submitted to the Committee. Mr. Louis Cabral, CEO of the Association pour I’avancement 
des sciences et des techniques de la documentation suggested that the Quebec model forces 
independent bookstores to learn how to provide new services for specialized library clients. 


Although the legislation is not perfect, it allows libraries to establish preferred links with 
recognized booksellers in their areas and to cultivate professional relations that are beneficial 
to the libraries. It should also be noted that this legislation has consolidated the book market 


in the regions and highlighted the treasury of Quebec literature.'** 


The Canadian Library Association presented a number of objections to the suggestion that libraries 
be asked to divert their purchase of books from library wholesale specialists to local bookstores. In 
supplementary information provided to the Committee, the CLA explained: 


Public libraries have developed a close working relationship with library wholesalers which 
includes the development of a range of value added services such as cataloguing, 
pre-processing and advance release plans. Any systematic re-direction of orders from 
wholesalers to booksellers would both deny libraries access to the value added services which 


have evolved over years ... and place the library wholesalers at considerable financial risk 


Furthermore, 


Public libraries source a wide range of titles, many of which are not stocked in general 
bookstores and which they would have difficulty sourcing. Requiring orders to be placed with 
bookstores would result in weaker library collections due to non-fulfillment.!*° 


Another issue for libraries is the cost of each book. Wholesale, retail and volume discounts can bring 


down the price of a book by 40%, depending on the size of the library’s order. As the Canadian 
Library Association explains: 


There is another approach to consider: the ... issue of whether there should be a single price 
for books. This ... has been asked for a long time. In France, … there is a single price for 
books. In Great Britain, this no longer exists, nor does it in the United States. There are 
lessons to be learned from what has happened elsewhere. If a single price were adopted, to 
what extent could this protect writers and small bookstores?!° | 


Mr. Marcel Ouellette, representing Canada’s French-language publishers outside of Quebec views 
any move toward fixed prices as detrimental to Canadian publishing overall. He argues: 


… the issue of fixed price … is a possibility for Quebec and which will have a major impact 
on us. ... This principle would also be very significant for the Anglophone publishers in 


Quebec who ... would find it very difficult to have their practices in Quebec jive with those 
outside of the province...“ 


In a letter sent to the Committee, Dr. Michael R. Pearce, Associate Dean of the Richard Ivey School 
of Business, University of Western Ontario shared an insight which holds direct implications with 
respect to the question of fixed book prices. He noted: 


No sector of the Canadian economy is more subject to the forces of competition than retailing. 
Creating and maintaining a “sustainable competitive advantage” may be the mantra of 
consultants and academics, but it is virtually impossible to do in retailing, ... where one wins 
customers one transaction at a time, and where many competitors have access to the same 


product offering. Only the “brave and the fit” survive.'* 


Thus, the Committee can see the inherent value in keeping public expenditures within Canada. As 
Anne Wedler, of the Inside Story Bookstore in Ottawa commented: “Public funds should be spent 
within the country...Money could remain in communities, thus strengthening the local economy.” 
For this reason: 


Recommendation 5.4 


The Committee recommends that the Government of Canada, in conjunction with 
the provinces and in discussion with the library community, Canada’s publishers, 
wholesalers and booksellers, offer incentives for Canadian libraries to purchase 
more of their books from Canadian suppliers. 


E. CHILDREN AND LITERACY 


Many of the witnesses who appeared before the Committee emphasized the importance of 
introducing children to books in general, and to Canadian books in particular. As Mr. Carrier noted: 


When my children were growing up, they read books that were imported from other countries. 
Little Canadians were never the heroes; the young heroes were always from foreign countries. 
We have to be open to the world, but we also have to know who we are. ... Today, Canadian 
literature is international literature, literature that is read everywhere. ... Why? Because we 


had a visionary policy, a policy that considered the ecology of the entire publishing system." 


In its brief to the Committee, the Association pour l’avancement des sciences et des techniques de la 
documentation (ASTED) suggested that the Standing Committee “seriously consider recommending 
that the Government of Canada implement a national policy on reading.” At the same time, however, 
by making recommendations about the development of literacy, this policy could also address the 
interests of book publishers and retailers. The goal would be “to encourage literacy initiatives as well 
as activities designed to increase the number of readers in Canada.”'* As ASTED explained: 


# Letter submitted by Dr. Michael R. Pearce, Dean, Richard Ivey School of Business, University of Western 


Ontario, 3 April 2000. 
#3 Brief submitted by The Independents, p. 6. 
4 Mr. Roch Carrier, National Librarian, 2 March 2000. 
45 Brief submitted by the Association pour l'avancement des sciences et des techniques de la documentation, 


21 March 2000, p. 4-6. 
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We would like the Standing Committee on Canadian Heritage to consider making the 
government aware of some specific expectations with respect to the development of a reading 
policy in order to promote access to books and encourage literacy initiatives, as well as 


146 


measures designed to increase the reading public in Canada. 


A comprehensive policy on reading would address the important issue of literacy in Canada." Indeed, 
the questions of competition in book retail and distribution become, as Mr. Carrier aptly noted, 
“entirely moot if we are not addressing the problem of the number of Canadians who cannot read, [let 
alone] ... the purchasing power to buy from bookstores — large or small.”'* To this end: 


146 
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Recommendation 5.5 


The Committee recommends that the Government of Canada, in consultation with 
the National Literacy Secretariat, the provinces, writers, publishers, booksellers, 
librarians, educators, and the general public, maintain and enhance its support for 
literacy programs, including programs for print-disabled Canadians. 


Mr. Louis Cabral, Chief Executive Officer, Association pour l'avancement des sciences et des techniques de 


la documentation, 21 March 2000. 

The 1994-95 International Adult Literacy Survey (IALS) published by the OECD and Statistics Canada, 
surveyed adults in Canada, the United States, Germany, the Netherlands, Sweden, Switzerland, and Poland. 
Participants between the ages of 26 and 65 were asked to work with three types of printed materials: prose 
(ordinary texts), documents (maps and timetables) and quantitative (how to calculate a tip). Participants are 
ranked according to a 5-point scale, where level 1 represents illiteracy and innumeracy, and level 5 represents 
high-functioning skill levels. People ranked at levels 3-5 are deemed to be literate and numerate. Those 
ranked at levels 1 and 2 have serious problems with words and numbers. Although Canadian adults were 
ranked only slightly behind Sweden and the Netherlands overall, a significant portion were unable to perform 
the more complicated reading, interpretation, and calculation tasks included in the test. Canada is well 
represented at the top and the bottom of this scale. International Adult Literacy Survey, Statistics 
Canada/OECD, 1994-1995. 

Mr. Roch Carrier, National Librarian, supplementary answers to questions raise by members on 2 March 
2000. 


CHAPTER SIX: CONSIDERATIONS FOR 
THE FUTURE 


From the material presented in this report on the growth and impact of the Internet, one can already 
see some of the larger changes brought about by entrepreneurs able and willing to exploit the potential 
of a new technology. These types of changes — coupled with the growth of book superstores — have 
upset the traditional dynamics of the publishing industry and will no doubt continue to do so for the 
next few decades. Furthermore, these changes will create a climate where many smaller, independent 
bookstores will face an increasingly competitive business environment. 


Beyond the impacts of ongoing changes at the level of book distribution and retailing are some other 
technologies in development that will have impacts that can only be guessed at. Four of these 
technologies merit discussion. These are: books on CD-ROM or DVD, electronic books, printing on 
demand (POD) and the development of personal electronic agents for online shopping. 


This chapter discusses the above items and their potential implications for the future of book 
distribution and sales. It then discusses the overall health of Canada’s book industry before turning to 
a brief examination of the challenges of technological change. In closing, some final thoughts related 
to costs associated with this report’s recommendations are presented. 


A. ONGOING TECHNOLOGICAL INNOVATIONS 
1. CD-ROMs and DVDs 


Text that is prepared on a computer can be stored as a digital file. This digital file can be used to print 
a book or it can be transferred to a disk and sold for use by someone with access to a computer. While 
few novels have found their way onto CD-ROMs, a great many reference works have. In fact, one can 
now buy every issue of publications as diverse as The National Geographic, The Canadian and World 
Encyclopedia and Mad Magazine on CD-ROM or DVD (Digital Video Discs). CDs are attractive 
because they can store vast amounts of information and can include sounds and pictures. They can 
also be searched very quickly. These attributes make them ideal for reference works. They also can 
be updated regularly and take up less shelf space than most dictionaries. CDs are also extremely 


cheap to manufacture. 


Books on CD and DVD have been available for just a few years. Young people are more familiar with 
them than most adults and find them attractive and easy to use. The growth of the market for these 
types of products could very well lead to changes in the publishing, distribution and retail sales of 
reference materials. For example, the Encyclopedia Britannica no longer publishes a bound, paper 
edition. Instead it is offered in the form of an annual subscription over the Internet, Other reference 
materials, such as dictionaries, encyclopedias, indices and textbooks are likely to undergo similar 
changes. For this reason, it is not hard to imagine a specialised Web site offering a subscription to 


dictionaries that are updated regularly. 


As more “books” are offered over the Internet, the sale of traditional books through traditional retail 
outlets could decline. Carol Givner’s book Bing, Bang, Boom, was recently the first e-book to make 
the crossover to the shelves of the American bookseller, Barnes & Noble. Similarly, Steven King 
recently released a short story that was available only over the Internet, which sold several hundred 
thousand copies in its first week. For Jack Romanos, president and CEO of Simon and Schuster, these 
events represent a turning point for the fledging e-book industry: “Soon we’ll be viewing e-books as 
just another form, like audio books and paperback.”” 


2. Electronic Book Technology 


The ideal electronic book would be approximately the same size as a traditional book. Since most 
computer monitors, however, are not as clear or well-lit as a “traditional” page, they are often difficult 
to view for extended periods. For this reason, if electronic books are to gain widespread consumer 
acceptance, existing display technology limitations need to be overcome. However, for the purposes 
of this discussion it is not necessary to predict when this will happen. It is only necessary to note that 
it will likely happen sooner, rather than later. 


The adoption of the electronic book will be another source of change in the distribution of books. In 
theory, electronic books could be sold as small “chips” or disks that are inserted or downloaded into 
a personal “data-pad.” In either case, it is possible that the sales will not take place in traditional 
bookstores. This will represent an additional change that will nibble away at the survival of traditional 
bookstores. 


3. Printing on Demand 


If a book exists in the form of an electronic file, then it is possible to print one copy for a single 
customer. The means to do so at a reasonable price already exist. There are two ideas about how 
printing on demand might develop as a commercial enterprise. In oné scenario the book is ordered 
(e.g., via the Internet or by telephone) printed at a distribution centre (e.g., a Warehouse) and mailed 
to the person who ordered it. In the second scenario it is printed on demand and delivered to a nearby 
bookstore. 


Printing on demand is likely to have at least two major impacts. First, it will make publishers’ back 
lists more attractive as they will be able to sell copies of books without a major print run. °° Second, 
it will probably have a positive impact on larger stores that can share the necessary warehouse 
equipment costs, or in one or two branches of the store in a particular town. If printing on demand 
helps publishers and larger stores, it will probably have a negative impact on smaller stores unless 
they develop co-operative mechanisms that allow them to offer the same quality of service, or 
themselves use the services of a large distributor.'® 


M. J. Rose, “E-Books: The Next Chapter,” 9 February 2000. 

In fact, as long as a book is formatted for computer printing, there is no reason for it to go out of print in the 
traditional sense. 

*’ Two companies, IBM and Xerox, have systems that can print books on demand. This includes the ability to 
print on acid-free paper and have a hard copy available in three days. The binding for the hardcover copy is 
done at a traditional bindery. 
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4. Personal Electronic Agents 


Although price comparisons have always been possible, a person’s ability to negotiate a price has 
often been limited by distance, time and negotiation costs. An Internet-based, electronic personal 
agent, or shopper, has few of these restrictions. Thus, just as someone might use a real estate agent 
for help with the purchase of a home, one can imagine the evolution of an electronic shopping agent 
that searches for items of interest and identifies the most attractive price. Indeed, Web sites that 
provide such price comparisons already exist (e.g., bookbot.com, DealPilot, and mySimon). 


The creation of personal electronic agents — described as shopping ‘bots’ or ‘shopbots’ — is already 
feasible and a field trial is currently being carried out in England.'” Personal electronic agents will 
radically transform electronic commerce. One observer, Steve Juretson, an American venture 
capitalist, has gone so far as to suggest that, “Amazon.com is an anachronism.” If true, it is quite 
likely that personal shopping agents will lead to further changes in the distribution and sales of books, 
with the largest impact being reduced margins for retail stores. 


B. THE HEALTH OF CANADA’S BOOK INDUSTRY 


Although it is difficult, if not impossible, to make detailed predictions about the future of book 
distribution and retailing practices in Canada, it seems clear that there will be considerable change. 
And this change will require existing businesses to adapt. 


Canada’s complex system of public support to the arts and culture was not forced upon the country. 
Canada has a complex system of support to arts and culture because it deals with human needs as 
fundamental as those involved in medical care or the legal system. All humans have basic needs for 
food and shelter, but they also have social needs for belonging and affection as well as individual 
needs for knowledge and self-expression. Thus, the arts — and the culture they are part of — may for 
many represent a profound fusion of needs for belonging, affection and self-expression. 


Books, the subject of this study, are a marvelous example of the diversity of human needs, wants and 
interests. It makes little sense to say that someone needs a book to repair a car, but only wants a book 
of poetry. In a fundamental sense, both purchases are made because of a human need. 


The interplay of all these factors is studied under two broad topics: economics and marketing. 
Economic considerations were discussed in Chapter Three (distribution).'* This section looks at 


marketing issues. 


In its 1999 report, A Sense of Place — A Sense of Being this Committee highlighted the importance 
of marketing in the ecology of arts and culture in Canada. As pointed out, in a complex society 
composed of millions of people, modern marketing is a necessity. Canada in the year 2000 is not the 


Montreal or Toronto of 1850. 


12 “Capitalist Econstruction.” Wired March 2000: 210. 


Eid ee 15: 
‘# Disposable income is discussed : 
for most Canadians has remained virtually unchanged since 1990. 


in Appendix G. The most important point to note is that disposable income 
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One-hundred and fifty years ago, the business of printing a book was relatively straightforward. This 
was a period when many books were sold on a subscription basis — with the price of the book and 
the print run calculated on the basis of pre-sales. As George L. Parker explained: 


Publishing books by subscription had been around for centuries, but this practice enjoyed 
such a vogue and took on such vigour in the [eighteen]seventies and eighties that it helped 
transform traditional publishing and bookselling. ... Subscription publishers cut their 
overhead costs and increased their profits by ignoring the booksellers and distributing either 


through the mail or by canvassers and agents ...'* 


Thus, since there was a small market and literacy rates were much lower than today, advertising was 
a simple matter of getting an author to talk about the book or perhaps printing some handbills and 
passing them out. 


There are several different aspects of the marketing of books. First, most books are still sold in stores 
and so stores themselves engage in marketing activities to attract customers. Second, books, while a 
physical product, are not exactly the same in the minds of the reader. A fan of Leonard Cohen may 
be eager to buy his collected poetry, but have almost no interest in a new translation of Beowulf. Thus. 
the reputation of the author can be important, making a long established author such as Michael 
Ondaatje or Roch Carrier easier for a publisher to promote than someone who is publishing their first 
book of poetry. 


Marketing of books is further complicated by the habits of book buyers. Slightly more than 50% of 
the population buys books. However, some people buy only a few books a year and some buy books 
mainly as gifts for others (e.g., during the Christmas season). The run-up to the Christmas season 
(which begins in the fall) is critical to the ongoing viability of publishers and booksellers. Without the 
profits generated in the last quarter of the year, neither publishers nor booksellers would remain in 
business. In response to questioning before the Committee, Mr. Larry Stevenson said: 


In three of four quarters, nobody in the book retail business makes money; they make their 
money in the Christmas quarter. You have to use the full year. ... Chapters Retail, every year, 
has made money.'* 


A third complication is found in the fact that a small percentage of the population buys the majority 
of books. Also, a surprising percentage of book purchases are made on impulse. For example, a 
customer may enter a bookstore just to “browse” and purchase several books. Surveys of customers 
leaving stores routinely find that upwards of 60% of book purchases are spur of the moment. 


Traditionally, there were several simple considerations for bookstore owners. They located a 
bookstore where there was a lot of foot traffic to attract browsers. In addition, there were special 
attractions (e.g., an author signing books), collections and other devices to draw attention to particular 
titles (e.g., a table or bookshelf of current bestsellers). 


© George L. Parker, The Beginnings of the Book Trade in Canada, Toronto, University of Toronto Press, 1985: 
196). 


Mr. Larry Stevenson, President and Chief Executive Officer, Chapters Inc., 13 April 2000. 
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Although all of these factors continue to be important, the development of information technology 
(see Chapter Three) has facilitated two notable changes — the box store (sometimes called a category 
killer) and the capacity of people to purchase books online. 


Large stores with as many as 100,000 titles can attract customers who know in advance that there will 
be many titles of interest to them. Large stores can also offer seats in front of a fireplace, a coffee 
shop, Internet connections, working space, gift items, washroom facilities, pay telephones and free 
parking. In this way a large store can become a destination. Because a majority of book purchases are 
made on impulse, this is an important advantage. 


The recent emergence of large stores and the sale of books over the Internet have fundamentally 
altered the marketing challenge for smaller bookstores. One of the biggest innovations in the book 
industry in the 1990s was the ability to order books over the Internet. As the first player in the field, 
the U.S. company Amazon attracted many Canadian book buyers, a development noticed by Canada’s 


larger players, who soon set up competing online divisions, including Chapters.ca, Indigo.ca and 
Renaud-bray.com. 


Conventional retail finds itself increasingly in competition for business as more consumers make 
purchases over the Internet.” As can be seen in Chart 6.1 below, books, together with recorded music 
and computer software, have emerged as the three most frequently purchased online items.'* Industry 
observers estimate that eventually, up to one-fifth of book sales will be made over the Internet.'® 


Chart 6.1: Top 10 Products 
purchased by Canadians over the 
Internet, February/March 1899 


{Source International Data Corporation) 
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7 A recent random sample of Americans found that 11 


. 142). : 
FA ar Race ls On: Who Will Win Canada’s Internet Shoppers? — A Retail Council of Canada/IBM Canada 


Study on the state of electronic retailing,” Retail Council of Canada, June 1999: 12. | 
5 Mr. Larry Stevenson, President and Chief Executive Officer, Chapters Inc., Interview with researchers, 


7 February 2000. 


% use the Internet for online shopping (Wired, vol.8 #5, 


To date, most Internet booksellers have not been profitable, although Amazon reports that its book 
division achieved profitability in the fourth quarter of 1999.1* Chapters Online, meanwhile, expects 
to have positive cash flow by the end of 2001.'*! The profitability of Canadian Internet booksellers 
will depend on their ability to gain home ice advantage by taking market share from Amazon and 
other foreign Internet booksellers. It will also depend on the growth of Internet use by Canadians. 


With respect to the last point, accurate and up-to-date figures are difficult to find. The phenomenal 
growth of the Internet can make information out-of-date within months; Internet access is available 
in homes, schools, libraries and at work, which means that it is not just those who have paid for an 
Internet connection at home who have access to the Internet and who are potential customers for 
Internet-based booksellers. 


Available survey data from the Household Internet Use Survey for 1998, for example, show that 
45.1% of Canadian households have a personal computer (up from 39.8% at the end of 1997). 
Statistics Canada also notes the strong relationship in the survey between income and Internet use and 
between education and Internet use. Given that book buying is also positively linked to income and 
education, one can see the stimulus booksellers have to set up Internet sales divisions. 


Thus, location, special attractions, a niche and loyal customers are more important than ever. 
However, history, tradition and loyalty are no longer much of a defense. For example, John Smith and 
Son the world’s oldest bookseller (founded in 1751) in Glasgow Scotland, announced in April 2000 
that it was closing. As Willie Anderson, the current managing director of John Smith’s explained: “the 
store couldn’t compete against book superstores and Internet discount shopping.”!” 


Many of the changes discussed in this report will occur in a gradual manner as young Canadians who 
are more familiar and comfortable with aspects of modern technology than their parents seek access 
to Canadian-authored materials. Younger Canadians are much more likely to use a personal electronic 
shopping agent than their parents and are more likely to agree, in time, with the notion that 
“Amazon.com is an anachronism.” Even if they do not agree with Steve Juretson they may make a 
much larger percentage of their book purchases (CD-ROM, DVD, subscriptions and information 
searches) electronically. Thus, it is possible that the future use of the Internet for “book” purchases 
will be much higher than the 15-20% currently envisioned by some observers. This in turn will make 
it difficult for small independent bookstores to survive. However, whether this will have an impact on 
the availability of material written by Canadians, is unclear. 


From the evidence presented in the testimony before the Committee and the archival information 
made available by agencies of the Government of Canada, it is possible to come to a few conclusions 
about the current situation. 


To date the merger of SmithBooks and Coles has not reduced the availability of books in general or 
Canadian-authored books in particular. The available evidence indicates that the “number of 


‘© Marina Stauss, “Soaring sales fail to stem Chapters’ red ink”, Globe and Mail, 25 May 2000, B3. 
Mr. Larry Stevenson, President and Chief Executive Officer, Chapters Inc., 7 February 2000. 
‘* “Internet kills off oldest bookshop,” CBC Radio Arts, 7 April 2000, infoculture.cbc.ca. 
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Canadian-authored titles has remained relatively constant — at approximately 5,000 per year — and 
that the sales of these titles have increased slightly over the past 5 years (see Chapter Two).' 


Some of the concerns expressed to the Committee relate to broad issues of technological change and 
would be cause for concern even without the existence of Pegasus or Chapters. If Chapters did not 
exist, then Indigo would, and if Indigo did not, then Amazon.com would still be a growing force to 


be reckoned with. Of course, in the French language market the forces of change, represented by 
Renaud-Bray, are unrelated to Chapters. 


Another point is that all of the witnesses who appeared before the Committee have suggested that the 
Government of Canada has an important role to play in helping the industry to adapt. 


While the Committee’s members cannot claim to be experts on the industry, several considerations 
strike us: 


1. The industry itself is fragmented and does not have an association that represents all the players, 
either in French or English. This is a cause for concern because many of the issues raised in 
testimony before the Committee can only be addressed by all of the players in the industry. 
Government can help, but without a spirit of co-operation, government support will likely be much 
less effective than it might otherwise be. The importance of such an approach by the whole industry 
informs much of what follows. 


2. While the Committee is aware of the challenges facing government, it remains convinced that the 
federal government and its agencies need to respond more astutely and quickly to emerging 
problems. If one thing is evident from the work on this topic it is the fact that we no longer have 
the luxury to spend years designing a program that remains fundamentally unchanged for 30 years. 
Those days are past. 


3. A tidal wave of change is upon us and unless we act speedily many of the cultural gains from the 
last 30 years of support will rapidly disappear. 


C. THE CHALLENGE OF TECHNOLOGICAL CHANGE 


1. Key Elements 


There is some dispute about the potential of the Internet and e-commerce. According to Mr. Karl H. 
Siegler, policy chair of The Literary Press Group of Canada: 


In the end, all books.com sites will fail because of their hybrid nature — they are all based on 
the old “bricks and mortar” distribution model inappropriately inserted in a completely virtual 
technology that they are in profound structural conflict with. E-commerce sites based on the 


amazon.com model are like concrete malls built in the middle of the electronic highway. They 


have no business being there. They just get in the way. 
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with its 14 superstores, and estimated sales of approximately $70 million 


8 [tjs interesting to note that Indigo, . iD 
ose of SmithBooks, which had annual sales of approximately $100 million 


(Can.) has sales almost equal to th 
Can.) at the time of the merger. 
x ae scan New Clothes,” Brief submitted by The Literary Press Group of Canada, 2 March 2000, p. 34. 
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That being said, the Committee notes with interest a recent United States Department of Commerce 
study reporting that the Internet and high-technology industries were responsible for at least a third 
of that nation’s growth from 1995-1998.' It seems apparent, therefore, that the Committee would be 
remiss to pretend that the Internet or e-commerce is merely a passing fad. The next section addresses 
four areas where it is felt the Government of Canada can help or take action. 


i. Book Returns 


Traditionally, the government has supported the production of books with some modest assistance to 
associations and marketing. In the Committee’s view, there needs to be concerted support to other 
segments of the industry. 


One issue raised by witnesses was the importance of doing something about returns. It is probably 
impossible to eliminate returns in the short-term. However, they are a significant problem and cost for 
publishers, distributors and retailers.'% 


Once a book has been printed, it is sent to the publisher’s warehouse. When a publisher receives 
orders for a book, it is sent to a wholesaler or a retail bookstore. Since the Depression of the 1930s, 
publishers guarantee the sale of every book printed. In most cases, wholesalers and retailers can 
simply return any unsold book to the publisher for full credit — paying only transportation and 
handling fees. 


Thus books, unlike most items for sale (e.g., refrigerators) can be returned to the publisher within one 
year if they have not been sold. There are two main “seasons” in the book industry, the spring and the 
fall, which includes Christmas. In general, unsold books that have been shipped from the publisher in 
the fall season will be returned the next spring. 


Returns vary by the type of book. Returns also vary by the type of retailer. A large chain store might 
average 30% returns while a small specialty store might have returns of 15%. Returns from Internet 
sales (e.g., by Chapters.ca or Indigo.ca) are much lower and in theory should be almost 0%. This is 
because “virtual bookshelves put every book on display and allow true demand to drive the supply 
network. Indeed, Amazon.com returns only about 3% of its orders — about one-tenth of the 
traditional return rate.”!° 


Returns are a serious problem for the book industry since they are costly for everyone who has to 
handle them. Publishers build the cost of returns into their financial planning and often budget for 
30% returns. The uncertainty of returns, the costs of handling them and the inefficiencies involved, 
increase the costs of all books. Since we know that consumers are sensitive to book prices, these 
inefficiencies have the ultimate effect of reducing the consumption of books. 


It is almost impossible to predict how many copies of a book will be sold. This makes it equally 
difficult to predict returns. For these reasons. reducing or eliminating returns will require substantial 


‘’ Monee Fields-White, “E-commerce sales keep escalating,” Financial Post, 1 June 2000, C12. 


"© Ultimately, they even have a negative impact on the environment, by wasting good trees, the energy to make 
the books, transport them and the landfill they wind up in. 


* Amazon your industry: Extracting value from the value chain. T. Laseter, P Houston, J. Wright and J. Park, 
Strategy and Business. First Quarter 2000, pp. 94-105. 
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work on the part of the industry — particularly publishers, distributors, wholesalers and retail 
operators — if it is to become more efficient. 


In spring 2000 Chapters’ returns were down from 1999’s 32% to 30% overall." It is therefore realistic 
to imagine further reductions in returns over the next five years to levels in the range of 20% to 25%, 
as more efficient industry sales-tracking strategies are developed. 


Two recommendations on returns are presented later in this chapter. 


ii. Timely Information 


A crucial element in reducing returns is timely sales data and better sharing of information among 
publishers, wholesalers and retailers. Ideally, the key industry stakeholders should know for every 
title, how many are in warehouses, in trucks, in stores and how many were sold as of yesterday. With 
this information stores could tailor orders to projected sales, publishers could print or reprint more 
precisely and the industry as a whole would benefit. 


In Chapter Two the Committee addressed the importance of cultural statistics and necessary 
improvements to those statistics. There is an important distinction to be made between archival data 
and the up-to-date information necessary to run a business. Regrettably, the information to run a 
modern competitive retail book system is not available in Canada. In this respect, Canada lags behind 
England and the United States. 


A number of suggestions were made to the Committee about measures to address this situation. The 
Department of Heritage pointed out that it is working on a cultural observatory, Statistics Canada said 
it was willing to work with others and the Association of Canadian Publishers suggested the 
Department of Canadian Heritage could be the locus for more work.” 


In the Committee’s view these initiatives and proposals do not address the need for immediate 
information. The only group that can address this need is the industry as a whole. Unfortunately, as 
noted earlier there is no single association that involves all of the key players. 


For this type of information sharing to occur, publishers, distributors and retailers have to have the 
information to share. In general terms this is done through Electronic Data Interchange (EDI). 
Unfortunately it requires everyone in the supply chain to invest in the necessary computer hardware 
and software. 


A recommendation on timely information is presented later in this chapter. 


iii. E-commerce 


In Fast Forward, Accelerating Canada’s Leadership in the Internet Economy, the Canadian 
E-Business Roundtable reminds its readers that the Internet is: 


1 Tamsen Tillson, Many Unhappy Returns,” Globe and Mail, 15 May 2000, p. Al, Rd. 
‘68 Submission of the Association of Canadian Publishers to the Committee, 9 May 2000. 
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more than a tool for buying and selling. It is a way of providing rich, often customized 
information about organizations, their products and their services. It facilitates information 
sharing between companies and their business partners, as in the case of automated inventory 
control systems or collaborative design systems. Moreover, for purveyors of information, 
goods and services, it is a channel that broadens their research well beyond the confines of 
traditional organizations operating in the offline, physical world. Together with e-commerce, 


; NES : ; rn 
these online activities constitute the broader realm of e-business. '” 


In light of these considerations, the authors of Fast Forward believe that “Canada is well-positioned 
to be a leader in the Internet economy, given its sophisticated infrastructure, its highly connected 
population and its early Internet policy initiatives.” Indeed, as can be seen in table 6-1, it is estimated 
that Canada, in 1998, had the highest share of global e-commerce revenues after the United States and 
Western Europe." 


Table 6-1 
Actual and projected share of electronic commerce’? 
(%) 
Contest 1998 2003 
PAR (Estimated Value: $74 billion)| (Projected Value: $1.9 trillion) 
United States 74 54 
Western Europe 11 SG 
Canada 74 4 
Japan 4 a 
Asia 1 4 
(aus 8 2 
L [anes 


Therefore, despite the fact “Canada has been surprisingly ... slow to embrace e-commerce” and trails 
the U.S. “in both business-to-consumer and business-to-business e-commerce.” the report’s authors 
believe that Canada’s infrastructure advantages, highly connected population, strong e-business 
policy framework, and relative responsiveness of its citizens to the Internet, position it well for 
ongoing growth in electronic commerce and sales. The authors of Fast Forward estimate that 
“... Canada’s Internet economy would represent $156 billion by 2003. This could translate into 
annual GDP growth of approximately 0.6% and more than 180,000 new jobs." 


As the Internet increases in importance for retailers, including independent booksellers it will be 
necessary for industry players to adapt. The Committee recognises that the cost of participating in 
e-commerce can be substantial. The Committee. however, is convinced that the Canadian book 
industry must deal with the Opportunities presented by the very recent appearance of e-commerce. 
Two recommendations dealing with aspects of e-commerce are presented later in this chapter. 
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“Fast Forward: Accelerating Canada’s Leadership in the Internet Economy,” Report of the Canadian 


E-Business Opportunities Roundtable, January 2000, prepared by the Boston Consulting Group (Canada), 
3 À 


"7" Ibid;6: 
TION FE 
"© Ibid, 13, 16. 
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iv. Digitization of Backlists 


This period of rapid change represents an Opportunity for the Canadian book industry to make 
available a vast stock of out-of-print titles. As mentioned earlier, it is now possible to print a single 
copy of a book on demand. For printing on demand to be economical, one needs a large library of 
digitized materials. It costs approximately $100 to digitize an out-of-print title, however, no single 
Canadian publisher is likely to do so unless everyone else does so, too. 


As Ms. Jacqueline Hushion, Executive Director of the Canadian Publishers’ Council stated in a letter 
to the Committee: 


Eventually, all books published will be produced (in parallel) — available simultaneously in 
print and electronic form or online. In the interim, publishers will want to digitize portions of 
their backlists that represent titles that sell consistently in good quantity each year. They may, 
for the sake of their corporate archive, wish to digitize their entire catalogue. They will need 
some assistance to do so’ 


For this to happen, work has to be done on a number of topics related to protecting intellectual 
property. These include the Digital Object Identifier (DOI), open standards for e-Book publishing, 
and the management of digital rights (DRM).'” These initiatives will require support from the 
Government of Canada, in particular in the area of copyright, which this report has already addressed 
in Chapters Three and Four. Work on the standards will also require financial support for people in 
the book industry to implement protocols and system components. 


2. Strategic Steps to Strengthen Canada’s Book Industry 


The Committee believes that given the number of complex and inter-related issues involved in 
improving books returns, obtaining timely sales information, meeting the demands of e-commerce 
and digitizing publishers’ backlists necessitates a significant and concerted effort. Accordingly: 


Recommendation 6.1 


The Committee recommends that the Department of Canadian Heritage establish a 
five-year technological transition program to strengthen all segments of the 
Canadian book industry. This must include authors, publishers, distributors, 
wholesalers, marketers, retailers, and libraries. 


At least some of the elements of the program need to include the industry as a whole, regardless of 
ownership, size or language. For example, developing a workable system for the electronic exchange 
of information (EDI) will require agreement on a common standard that can be supported by 
publishers regardless of ownership and bookstores regardless of size. For this reason, the Department 
of Canadian Heritage should conceive of its work on this program in such a way that it includes as 
large a representation of the industry as is reasonably possible. 


‘4 Letter to the Committee, Canadian Publishers Council, 26 May 2000. 
5 See [www.doi.org] for more information on DO! and DRM. 


In light of the above discussion and Recommendation 6.1, the Committee presents the following suite 


of complementary recommendations: 
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Recommendation 6.2 


The Committee recommends that the Department of Canadian Heritage contribute 
to the creation of an industry-wide forum for Canadian book industry stakeholders 
to deal with industry issues (e.g. developing a strategy to reduce book returns). This 
forum would meet on an annual basis and be co-sponsored by the Department. 


Recommendation 6.3 


The Committee recommends that the Department of Heritage offer to co-fund with 
the industry a study for the French and English language book markets that 
examines the mechanics of setting up an efficient, timely collection of sales 
information for the book selling industry, including sales through non-traditional 
book retailers (e.g., discount stores) and the Internet. 


Recommendation 6.4 


The Committee recommends that the Department of Canadian Heritage assist in the 
development of an industry standard for Electronic Data Interchange within 
Canada’s book industry. 


Recommendation 6.5 


The Committee recommends that the Department of Canadian Heritage co-fund a 
Study with key industry players aimed at developing workable strategies to reduce 
and eventually eliminate book returns. The outcome of this work should be an 
agreed upon initiative to reduce returns by a measurable amount for a set number 
of years. 


Recommendation 6.6 


The Committee recommends that the Department of Canadian Heritage introduce a 
technological assistance start-up program to assist smaller independent, 
Canadian-owned booksellers and smail publishers with electronic commerce 
initiatives. (This would be a modest level of Support; for example, a program that 
would match the first $10,000 of money used to develop a web site.) 


Recommendation 6.7 


The Committee recommends that the Department of Heritage fund a program to 
digitize selected Canadian-authored titles (backlist and out of print). This support 
should be available to all Canadian publishers, regardless of ownership. 


Recommendation 6.8 


The Committee recommends that the Department of Heritage work with key book 
industry stakeholders to ensure that digitized Canadian-authored titles are available 
for printing on demand and e-books in such a way that copyright is protected. 


Recommendation 6.9 


The Committee recommends that the Department of Canadian Heritage report 
annually on the health of the Canadian book industry. This should include reports 
on performance measures and targets for specific initiatives (e.g., royalty 
payments, numbers of titles, sales, returns, etc.). 


D. THE CHAPTERS / PEGASUS QUESTION 


The Canadian Booksellers Association recommended an amendment to the Competition Act setting 
out a review of any structural features in an industry that would diminish the opportunities for small 
and medium-sized firms to operate. The CBA also recommended that the government force Chapters 
to divest itself of Pegasus in order that the latter is able to function — and be perceived to be able to 
function — as a wholesaler to all retailers in the country. When asked about this, a senior official from 
the Department of Heritage responded: 


I would say that the argument that there’s a need to break-up or tear down or do something 
about Chapters or Pegasus has not been made. And my own view is that if there is 


anti-competitive or anti-consumer behaviour, the existing Competition Act can deal with it.'” 


The Committee notes, however, that it has neither the tools nor the authority to determine if these 
companies are in contravention of the Competition Act. Indeed, as one Committee member indicated 
in response to this matter: 


It is not for the committee to say or declare whether anyone in the book industry is guilty of 
unfair competition ... because we have neither the authority to do so nor the authority to 


conduct an investigation.'” 


Witnesses agreed that Canada needs an efficient distribution system. The concern with Pegasus is not 
that it is inefficient, but that Chapters owns it. Although the Committee believes that the fears 
expressed have been responded to by the president of Pegasus and the CEO of Chapters, it is 
convinced that it would help the Canadian industry as a whole if the ownership of Pegasus was 


broader than it is at present. 


Chapters had several responses to its majority ownership of Pegasus. In his appearance before the 
Committee, the President and CEO of Chapters was asked whether he would be prepared to do a 
complete divestiture of Pegasus. He replied: “For the right amount of money, absolutely, but we’ve 


ve Mr. Michael Wernick, Assistant Deputy Minister, Cultural Development, Department of Heritage, 9 May 2000. 


‘7 Standing Committee on Canadian Heritage, 9 May 2000. 
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invested $54 million in this business. I would have been prepared to be a minority investor if someone 


else would have put in the money." 


In a letter to the Chair of the Committee, Mr. Stevenson addressed concerns that Pegasus might share 
competitive information with Chapters or treat non-Chapters customers unfairly: 


We would welcome an equity investment in Pegasus from all booksellers or publishers with 
Board representation. Alternatively perhaps, an Advisory Board composed of publishers, 
non-Chapters retailers and Heritage officials could meet quarterly to review the progress and 
procedures at Pegasus. This Advisory Board could draft guidelines for business conduct with 


Pegasus which could then be formally reviewed.'” 


The President of Chapters has said he would welcome the creation of an advisory board. The 
Committee supports this idea. While this will help, the Committee feels an additional step is required. 
It would be better for all if the ownership of Pegasus was more representative of the book industry in 
Canada. The Committee recognises the fact that it is beginning to make an important contribution to 
the strength of the book industry in Canada. However, it nonetheless believes that broader ownership 
would be helpful in allaying various fears that have been expressed. 


In fact, Pegasus could represent an important source of cost-savings for independent bookstores and 
help them to compete with Chapters, Indigo and the Internet.’ At present, short of changing 
Canada’s investment rules (see Chapter Three) there are no obvious candidates who could become 
sizeable shareholders in Pegasus. The total amount of money required is probably on the order of 
$25 million. 


Thus, the Committee takes note of Mr. Stevenson’s offer but recognises that it is not its place to 
impose a solution. 


E. FINAL THOUGHTS 


The Committee was struck by two points made by many witnesses. First, the Government of Canada’s 
Support to book publishing has helped the industry meet the important cultural goal of having 
Canadian authors published and celebrated in Canada and, indeed, around the world. These cultural 
successes have been accomplished during a period of rapid economic and technological change on 
the domestic and international stage. Everyone who has contributed to this cultural achievement can 
feel a justifiable sense of pride. 


Despite these cultural accomplishments, it is clear that the goal of developing a financially stable 
publishing industry has been somewhat less successful. Federal support has contributed to a dramatic 
improvement in Canada’s publishing industry since the 1950s. Indeed, the Government of Canada 
contributed in excess of $100 million to Canada’s publishing industry in the 1990s, with tangible 
cultural gains. However, the many challenges brought about by rapid economic and technological 
change have hampered the stability and growth of some sectors of the industry. 


© Mr. Larry Stevenson, President and Chief Executive Officer, Chapters Inc., 13 April 2000. 


7 Letter sent to the Standing Committee, Mr. Larry Stevenson, President and Chief Executive Officer, Chapters 
Inc., 25 April 2000. 


* See Appendix J for an example of how using a wholesaler can be of benefit to a bookstore. 
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Thus, despite substantial cultural gains, the continued financial vulnerability of some book industry 


stakeholders suggests that certain components of the Government of Canada’s support to the industry 
require some attention. 


Our review has focused on changes to book distribution and did not directly assess the health and 
viability of the whole industry in the depth required to make as many substantive recommendations 
as might be necessary. For this reason we have suggested a series of measures, most of which should 


be seen as part of a temporary system to support adaptation to the wave of change sweeping the 
industry. 


These measures are aimed at specific and systemic problems present in the industry as a whole and 
can be implemented quickly without the time required for the fundamental rethinking of all support. 


A number of witnesses called for broad-based measures such as elimination of the GST and a tax 
credit to promote investments in the industry. In the Committee’s view these are major and expensive 
changes that need to be discussed and thought about in more detail. It is also the Committee’s view 
that these changes are too broad to address the fundamental set of issues raised by witnesses. 


In the Committee’s perspective that immediate work needs to begin on questions related to the 
efficiency of the distribution system for books and the efficiency of the industry as a whole. Book 
returns were mentioned by several witnesses as an important issue. Until there is systematic work on 
the problem of returns, the federal government should not allocate more resources into broad-based 
programs since the resources will simply allow people to defer work on vexing problems that have 
not been addressed. 


The support measures we are recommending should be seen as temporary and be designed to address 
specific problems (e.g., managing the supply chain). 


Funding the Changes 
Funds for the initiatives proposed in this report could come from some combination of: 


1. Initiatives mentioned in the September 1999 Speech from the Throne to open the Second 
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Session of the Thirty-Sixth Parliament of Canada; 


2. funds allocated in the federal government’s 2000 budget to connect Canadians and help 


cultural organizations with e-commerce; " and, 


8 The September 1999 Speech specifically mentioned that “For Canada to generate jobs, growth and wealth, 
it must have a leading, knowledge-based economy that creates new ideas and puts them to work for 
Canadians. To do this, it is essential to connect Canadians to each other, to schools and libraries, to 
governments, and to the marketplace — so they can build on each other's ideas and share information. 
Achieving this objective will require new types of infrastructure.” Furthermore, “improving Canada's 
information infrastructure will support the exchange of ideas and the conduct of business over computer 
networks, connect Canadians to the information highway, and accelerate the adoption of electronic 
commerce.” See www.pco-bep.ge.ca/sft-ddt/doc/fulltext_e.htm for further details. | 

‘8 See www.fin.gc.ca/budget00/features/mag-e/brief1 -e.htm for information on the federal government's Budget 


2000. 
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3. existing Book Publishing Industry Development Program resources, provided current 


programs are not jeopardised. 


The total costs of the measures we are suggesting would be approximately $25 million over five 
years. The Committee feels that this relatively modest expenditure would go a long way to addressing 
key issues raised by witnesses. 


In closing, the Committee would like to remind the reader that despite the turmoil of recent times, 
this period of remarkable change has produced many benefits. As Mr. Jack Rabinovitch, founder of 
the Giller Prize in 1994 said in a letter to the Committee’s chair: 


This award, according to the respective publishers involved, helped sell in excess of one 
million copies, in Canada, of the short listed books ... in the first five years of its existence; 
way beyond anyone’s wildest expectations. This record-breaking performance would not have 
been possible without the major change that took place in book marketing during 1995-99, A 
change that has benefited, in my opinion, the sale of all books but especially Canadian 
books. '** 


‘ Letter to Clifford Lincoln, Chair, Standing Committee on Canadian Heritage, 12 April 2000. 
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RECOMMENDATIONS 


Recommendation 2.1 


The Committee recommends that the Department of Canadian Heritage, in consultation with 
Statistics Canada and The Canada Council for the Arts, develop and implement a data collection and 
sharing strategy that allows for the timely collection of book industry statistics. The Department of 
Canadian Heritage should present a progress report to this Committee within six months of the 
Government’s response to this report. 


Recommendation 3.1 


The Committee recommends that the Department of Canadian Heritage establish a permanent 
inter-departmental mechanism with Industry Canada to ensure that the Competition Bureau is made 
aware in a timely manner of any negative trends affecting the creation, production, distribution or 
sales of Canadian-authored books. Representatives charged with this responsibility would be required 
to report to the Standing Committee on Canadian Heritage within six months of the Government’s 
response to this report and once a year thereafter. 


Recommendation 3.2 


The Committee recommends that the Departments of Canadian Heritage and Industry Canada get 
together to determine how the Competition Act could be strengthened to protect the Canadian book 
industry. 


Recommendation 3.3 


The Committee recommends that the Department of Canadian Heritage, in reviewing proposed 
foreign investment under the Investment Canada Act, ensure that no foreign investor is allowed to take 
over a Canadian firm in the book industry unless credible assurances are made that the investment 
will increase the availability of Canadian-authored books. 


Recommendation 3.4 


The Committee recommends that the Department of Canadian Heritage and the Department of 
Finance get together and analyze the impact of the tax on books on publishing, the sales of books and 
reading in Canada, with a view to gauging the implications of removing the GST on books. 
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Recommendation 4.1 


The Committee recommends that the Department of Canadian Heritage conduct a study on the 
current economics of author royalties and report to the Committee on these changes six months after 
the Government’s response to this report and once a year thereafter. 


Recommendation 4.2 


The Committee recommends that the Department of Canadian Heritage, in conjunction with the 
Canada Council for the Arts and Canada’s major writing organizations, arrange a series of 
regionally-based professional development workshops for writers and publishers on contract 
preparation. 


Recommendation 4.3 


The Committee recommends that the Department of Canadian Heritage and / or the Canada Council 
for the Arts develop a strategy to increase support for authors’ book tours. 


Recommendation 4.4 


The Committee recommends that the Department of Canadian Heritage initiate an evaluation of the 
Public Lending Right Commission with a view to improving this important source of income for 
Canadian authors, translators and illustrators. 


Recommendation 4.5 


The Committee recommends that by no later than the year 2002, Legislation implementing the two 
World Intellectual Property Organization (WIPO) Treaties be introduced by the government and 
enacted by Parliament. 


Recommendation 4.6 


The Committee recommends that by no later than the year 2002, the Government of Canada take 
appropriate measures to ensure that amendments to the Copyright Act keep pace with technological 
change. 


Recommendation 5.1 


The Committee recommends that within a year of the presentation of this report, the Department of 
Canadian Heritage develop and fund a set of comprehensive tools for measuring the activities of 
libraries in the form of valid and up-to-date statistics relating to library funding, library spending and 
library usage by Canadians, including print-disabled Canadians. These impact assessment tools 
Should be developed with appropriate input from Canada’s library, publishing and academic 
communities, as well as representation from Statistics Canada. 
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Recommendation 5.2 


The Committee recommends that in conjunction with the National Librarian and the National 
Archivist, the Department of Canadian Heritage immediately initiate a planning process to examine 
the long-term space and preservation needs of both the National Archives and the National Library. 


Recommendation 5.3 


The Committee recommends that the Government of Canada provide additional funding to the 


National Library of Canada, beginning in the fiscal year 2000-2001, so that its AMICUS services may 
be provided at no cost to its users. 


Recommendation 5.4 


The Committee recommends that the Government of Canada, in conjunction with the provinces and 
in discussion with the library community, Canada’s publishers, wholesalers and booksellers, offer 
incentives for Canadian libraries to purchase more of their books from Canadian suppliers. 


Recommendation 5.5 


The Committee recommends that the Government of Canada, in consultation with the National 
Literacy Secretariat, the provinces, writers, publishers, booksellers, librarians, educators, and the 
general public, maintain and enhance its support for literacy programs, including programs for 
print-disabled Canadians. 


Recommendation 6.1 


The Committee recommends that the Department of Canadian Heritage establish a five-year 
technological transition program to strengthen all segments of the Canadian book industry. This must 
include authors, publishers, distributors, wholesalers, marketers, retailers, and libraries. 


Recommendation 6.2 


The Committee recommends that the Department of Canadian Heritage contribute to the creation of 
an industry-wide forum for Canadian book industry stakeholders to deal with industry issues (e.g. 
developing a strategy to reduce book returns). This forum would meet on an annual basis and be 


co-sponsored by the Department. 


Recommendation 6.3 


The Committee recommends that the Department of Heritage offer to co-fund with the industry a 
study for the French and English language book markets that examines the mechanics of setting up 
an efficient, timely collection of sales information for the book selling industry, including sales 


through non-traditional book retailers (e.g., discount stores) and the Internet. 
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Recommendation 6.4 


The Committee recommends that the Department of Canadian Heritage assist in the development of 
an industry standard for Electronic Data Interchange within Canada’s book industry. 


Recommendation 6.5 


The Committee recommends that the Department of Canadian Heritage co-fund a study with key 
industry players aimed at developing workable strategies to reduce and eventually eliminate book 
returns. The outcome of this work should be an agreed upon initiative to reduce returns by a 
measurable amount for a set number of years. 


Recommendation 6.6 


The Committee recommends that the Department of Canadian Heritage introduce a technological 
assistance start-up program to assist smaller independent, Canadian-owned booksellers and small 
publishers with electronic commerce initiatives. (This would be a modest level of support; for 
example, a program that would match the first $10,000 of money used to develop a web site.) 


Recommendation 6.7 


The Committee recommends that the Department of Heritage fund a program to digitize selected 
Canadian-authored titles (backlist and out of print). This support should be available to all Canadian 
publishers, regardless of ownership. 


Recommendation 6.8 - 


The Committee recommends that the Department of Heritage work with key book industry 
stakeholders to ensure that digitized Canadian-authored titles are available for printing on demand 
and e-books in such a way that copyright is protected. 


Recommendation 6.9 


The Committee recommends that the Department of Canadian Heritage report annually on the health 
of the Canadian book industry. This should include reports on performance measures and targets for 
specific initiatives (e.g., royalty payments, numbers of titles, sales, returns, etc.). 


APPENDIX A 
LIST OF WITNESSES 


Associations and Individuals Date Meeting 


Canadian Booksellers Association 1999/12/07 6 
Jean Barton, “Books On Beechwood” 
Marie Jane Maffini, “Prime Crime” 
Sheryl McKean, Executive Director 


Department of Canadian Heritage 
Allan Clarke, Director, Publishing Policy and Programs 
Carla Curran, Chief, Book Publishing Policy 
Don Stephenson, Director General, Cultural Industries 


Book and Periodical Council 2000/02/22 11 
Kim McArthur, Chair 


Canada Council for the Arts 
Keith Kelly, Director of Public Affairs, Research and 
Communications 
Gordon Platt, Head, Writing and Publishing Section 


Canadian Booksellers Association 
Sheryl McKean, Executive Director 


Centennial College 
Don Sedgwick, Publishing Program 


Department of Canadian Heritage 
Annie Carruthers, Publishing 
Allan Clarke, Director, Publishing Policy and Programs 


Simon Fraser University 
Rowland Lorimer, Director, Canadian Centre for 
Studies in Publishing 


Statistics Canada 
David Coish, Manager, Book Publishing, Culture, 
Tourism and the Centre for Education Statistics 
Brad Ruth, Assistant Director, Culture, Tourism and 
the Centre for Education Statistics 
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Associations and Individuals Date 


“Association des distributeurs exclusifs 
de livres en langue francaise” 2000/02/24 
Georges Laberge, Director General 


Chapters Inc. 
Larry Stevenson, President and Chief Executive Officer 


“Groupe Renaud-Bray” 
Carole Morency, Director, Communications 


Pegasus Wholesale Inc. 
Nigel Berrisford, Senior Vice-President of Purchasing 
Denis Zook, President and Chief Executive Officer 


“Association des libraires du Québec” 2000/02/29 
Ghislain Chouinard, Vice-President 


Atlantic Provinces Booksellers Association 
Charles Burchell, Owner 


Inside Story Bookstore 
Anne Wedler, Owner 


McNally Robinson Booksellers 
Holly McNally, Owner 
Paul McNally, Owner 


“Nicholas Hoare Itée” 
Nicholas Hoare, President 


Retail Council of Canada 
Peter Woolford, Senior Vice-President, Policy 


The Independents 
Sally Hawkes, Director 
Christopher Smith, Owner, Collected Works 


Association of Canadian Book Wholesalers 2000/03/02 
Peter Waldock, President 


Association of Canadian Publishers 
Michael Harrison, President 
Susan Renouf, Vice-President 


“Association nationale des éditeurs de livres” 
Gaétan Lévesque, Vice-President, Publishing of General Literature 
Benoit Prieur, Deputy Director 
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Meeting 


15 


Associations and Individuals Date 


Canadian Publishers’ Council 2000/03/02 
Jacqueline Hushion, Executive Director 
Claude Primeau, President and Chief Executive 
Officer, HarperCollins Canada Ltd., 
Immediate Past-President CPC 


Literary Press Group of Canada 
Manuela Dias, Chair 
Karl Siegler, Chair of the Policy Group 


National Library of Canada 
Roch Carrier, National Librarian 


“Regroupement des éditeurs canadiens-francais” 
Marcel Ouellette, Consulting Publisher, Spokesperson 
of “RECF” 


“Association pour l'avancement des sciences et des 
techniques de la documentation” 2000/03/21 
Louis Cabral, Chief Executive Officer 


Canadian Library Association 
Leacy O’Callaghan-O’ Brien, Associate Executive Director 
Vicki Whitmell, Executive Director 


Periodical Writers Association of Canada 
Victoria Ridout, Executive Director 


“Union des écrivaines et écrivains québécois” 
Carole David, Writer/Professor 


Writers’ Union of Canada 
Penny Dickens, Director 
Christopher Moore, Chairperson 


Department of Canadian Heritage 2000/03/28 
Carla Curran, Chief, Book Publishing Policy 
Jeff Richstone, Senior Counsel, Legal Services 


As an Individual 
Wanda Noel, Expert Consultant, Copyright Law 


Competition Bureau a | 2000/03/30 
Chris Busuttil, Acting Assistant Deputy Commissioner of Competition 


André Lafond, Deputy Commissioner of Competition 


Meeting 


14 


16 


Associations and Individuals Date 


Chapters Inc. 2000/04/13 
Larry Stevenson, President, Chief Executive Office 


“Groupe Renaud-Bray” 
Carole Morency, Director, Communications 


Mosaic Press 
Howard Aster, Publisher 


Pegasus Wholesale Inc. 
Denis Zook, President and Chief Executive Officer 


Department of Canadian Heritage 2000/05/09 


Allan Clark, Director, Publishing Policy and Programs 
Michael Wernick, Assistant Deputy Minister, Cultural Development 
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Meeting 


22 


24 


APPENDIX B 
LIST OF SUBMISSIONS 


“Association des distributeurs exclusifs de livres en langue française“ 
“Association nationale des éditeurs de livres” 
Association of Canadian Book Wholesalers 
Association of Canadian Publishers 
“Association pour l’avancement des sciences et des techniques de la documentation”? 
Canadian Centre for Studies in Publishing 
Canada Council for the Arts 

Canadian Booksellers Association 

Canadian Library Association 

Canadian Publishers’ Council 

Chapters Inc. 

City of St. John’s 

Competition Bureau 

Consumers’ Association of Canada 
Department of Canadian Heritage 

Garden CRAZY.com 

Global Economics Ltd. 

The Independents 

Inside Story Bookstore 

Island Books Plus 

J.C. Williams Group 


John McQuarrie Photography 


F1 


Kubas Consultants 

Literary Press Group of Canada 

Mosaic Press 

National Library of Canada 

North 49 Books 

Northwest Atlantic (Canada) Inc. Broker 
Oxford Properties Group Inc. 

Pegasus Wholesale Inc. 

“Regroupement des éditeurs canadiens-français” 
Richard Ivey School of Business 

The Word on the Street 

Writers’ Trust of Canada 


Writers’ Union of Canada 


As inviduals 


lan Blue 

Mike Filey 

Christian Kroeger 

John Lindsay 

Peter C. Newman 
Lise-Anne Pilon-Delorme 
Jack Rabinovitch 

Lorno Rubenstein 
Murray Teitel 


Raymond J. Thompson 
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APPENDIX C 
SELECTED STATISTICS 


A. STATISTICS CANADA 


Table C-1 
Average household expenditures on reading materials! 
(in dollars) 


Product 1986 1992 1996 1997 1998 
Books & Pamphlets 62 68 76 
Textbooks 42 60 67 
Post Secondary 30 50 58 
Elementary -High School " 10 11 
Total 104 128 143 


B. CANADIAN HERITAGE 


Table C-2 
Number of BPIDP publishers according to revenue (1992-1999) 


ee 1993-94 | 1994-95 | 1995-96 | 1996-97 | 1997-98 | 1998-99 
$0 - $149,999 8 12 
$150,000 - $499,999 a . # 56 68 
$500,000 - $999,999 41 38 43 42 32 
$1,000,000 - $2,999,999 36 46 43 42 49 
$3,000,000 + 27 32 37 39 40 
Total 178 185 [. 193 187 201 


' “Family Expenditure in Canada, 1986, 1992, 1996,” Survey of Household Spending, Statistics Canada, 1997, 
1998. 


ua 


Table C-3 


Number of BPIDP publishers according to revenue and language (1992-1999) 
1992-93 1993-94 1994-95 1995-96 1996-97 1997-98 a | 

Language: 

| English / French E 
$0 - $149,999 5 7 Z 2 6 6 4 8 
$150,000 - $499,999 39 23 39 26 oF 21 39 29 
$500,000 - $999,999 24 17 23 15 29 14 16 16 
$1M - $2,999,999 17 19 24 22 20 23 27 We 
$3,000,000 + 13 14 13 19 17 20 18 22 

ot 98 80 | 101 84 | 109 84 104 97 


Table C-4 
Total revenues of BPIDP publishers in millions by size (1992-1999) 


Revenue 1992-93 1993-94 | 1994-95 | 1995-96 1996-97 | 1997-98 | 1998-99 
$0 - $149,999 1.4 0.472 15 0.953 0.859 1.3 1.3 
$150,000 - $499,999 18.7 20.8 18.2 18.2 hee 18.1 20.2 
$500,000 - $999,999 293 Le 30.8 32.2 28.8 25.6 23.1 
$1,000,000 - $2,999,999 99.8 197 lathes 68.6 74.2 80.1 81 
$3,000,000 + 342 320.9 403.9 422.7 404.5 415 sad 
Total 451.9 448.7 929.7 042.8 929.7 940.2 969.9 


C. CANADA COUNCIL FOR THE ARTS 


Canada Council data reveal that the average print run of Canadian-authored books, particularly 
hardcover books, tend to vary considerably from year to year, from one category to the next. These 
trends typically echo the impact of best sellers and shifting popular tastes. For example, as table C-5 
shows, in 1988, the average print run of an English-language poetry hardcover was 346 copies, with 
increases in annual averages peaking at 4,316 in 1996. Conversely, French-language print runs of 
children’s books showed few consistent patterns between 1987 and 1997, with average print runs 


fluctuating from highs exceeding 5,000 copies in 1987 and 1993, to lows of just 2,170 in 1992 and 
2,790 in 1996. 
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Average print run of hardcover book 


Table C-5 


Title 

Category 1987 1988 1989 1990 1991 ie 
English 

Children’s 2,681 3,895 Drool 4,670 4,030 5,201 
Drama 

Fiction 1,548 3,088 2,692 9,227 3,514 2,424 
Non-fiction 2,720 3,390 3,/50 4,050 3,029 3,459 
Poetry 547 346 319 1,394 359 238 
Short Stories 1,939 
Total 2,376 3,248 3,769 3,921 3,265 3,731 
French 

Children’s 5,236 S23) Culos 2,882 8158 2,170 
Drama 250 643 956 1,450 760 
Fiction 260 509 1,598 1,479 820 1,031 
Non-Fiction 1,438 2,307 2,356 1,491 2,756 1,978 
Poetry 250 333 797 671 609 637 
Short Stories 588 
Total 2,546 2,624 1,973 1,336 1,774 1,392 


S published in English and French with support 
from the Canada Council for the Arts (1987-1997) 


Table C-6 shows the percentage of print runs actually sold over two-year periods. Although these data 
cannot tell us anything about Canadian-authored book sales after the arrival of the book superstore 
and e-commerce, they do reveal that the larger the publisher (and, by extension, the more resources 
available for marketing), the higher the percentage of a print run that will eventually be sold. These 
data also suggest that smaller publishers are hurt more by periods of economic recession, as 
evidenced by the sudden drop in sales experienced by smaller publishers beginning in 1990. 


Table C-6 
Percentage of print run sold over two-year period by publisher size (1985-1995) 
1985 1986 1987 1988 1989 
All Publishers 60 60 58 57 61 63 
English language 62 64 58 By 61 66 
French language of 58 57 58 60 57 
Publisher size: 
$0 - $100,000 58 48 52 54 47 33 
$100,001 - $250,000 54 49 68 46 50 58 
$250,000 - $1M 56 64 Sy 43 ne 54 
70 65 63 65 ê 
> $1M =e 


1993 ER 1995 


71 62 63 
61 99 59 
45 48 51 
51 52 58 
56 57 63 
79 67 64 


2 Some cells in Table C-5 have been left empty. This is the result of unavailable data rather than no reported 


activity. 
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APPENDIX D 


FEDERAL SUPPORT MEASURES FOR 
CANADIAN BOOK PUBLISHING 


A. Canadian Heritage: Book Publishing Industry Development 
Program (BPIDP) 


The objective of BPIDP is to promote Canadian publishing. This is done by working with Canadian 
publishers to help them promote their books in Canada and around the world. 


The program is targeted at meeting the needs of Canadian book publishers and their professional 
associations, organizations and agencies, and is comprised of four components: 


1. Aid to publishers: is aimed at improving the financial position of participating publishers. 
Applicants must be 75 per cent Canadian-owned and -controlled publishers who have been 


in business for at least 36 months and whose principal activity is book publishing. 


2. Aid to industry and associations: includes funding for all types of industry projects aimed 
at improving the Canadian book publishing sector. Associations, organizations, agencies 
or firms representing one or more sectors of the book trade are eligible to apply. National 
professional associations representing book publishers are eligible for research and 


professional development initiatives. 


3. Distribution assistance: To encourage the development of an information infrastructure 
through the creation and upgrading of title databases and the acquisition of software and 
hardware appropriate to user needs. Projects which conform with industry standards 
within the various sectors of the book trade will be considered. Professional associations, 
agencies, and organizations that represent the Canadian book publishing industry, as well 
as Canadian publishers eligible for the aid to publishers component holding distribution 


rights for at least two other publishers eligible for the BPIDP will be considered for 


assistance. 


4. International marketing assistance: Eligibility criteria for this component are the same as 
for the aid to publishers. The Association for the Export of Canadian Books (AECB) 


administers this component for the Department of Canadian Heritage. 


Publishers applying to the Program must qualify under specific definitions for book publishing, 
Canadian ownership, eligible titles, and eligible sales. These include: 


¢ The publisher’s principal activity must be book publishing. At least 15 per cent of an 
applicant’s revenues must be derived from publishing and the sale of printed books. 
The publisher must also demonstrate the ability to edit, design, produce and distribute 
the books that it publishes. Unincorporated divisions of larger organizations are not 


eligible. 


* The company must be owned and controlled by Canadians. The percentage of 
Canadian ownership and control must be 75 per cent or greater. As well, the firm must 
provide a complete set of financial statements showing a 12-month financial year that 
reflects the 75 per cent ownership and control requirement. Company headquarters 
and at least 75 per cent of employees must be based in Canada. 


* Publishers must operate in the private sector, including non-profit publishing houses. 
University presses are an exception and are eligible. 


* The publisher must have completed at least 36 months of operation as a business 
whose principal activity is book publishing. 


* The publisher must have published, in print form, a minimum of 
15 Canadian-authored trade titles, of which at least four were published in each of the 
three preceding financial years; or 10 Canadian-authored educational or scholarly 
titles, of which at least two were published in each of the three preceding financial 
years. 


* New editions of previously published titles are not considered new titles. The 
publisher must have fulfilled all contractual obligations with respect to royalty 
payments. 


B. The Canada Council for the Arts 


The Canada Council for the Arts offers a range of grants for professional Canadian writers, collectives 
and publishers. In addition to providing support for the creation, translation, publication and 
promotion of Canadian literature, the Writing and Publishing Section funds author residencies, 
literary readings and festivals, as well as new areas of activity such as rap poetry, storytelling and 
electronic literature. All Canada Council programs are accessible to Aboriginal artists or arts 
organizations, and artists or arts organizations of diverse cultural and regional communities of 
Canada. 


|. Emerging publisher grants and block grants: In the context of its mandate to foster the 
production and enjoyment of the arts in Canada, Canada Council provides financial 
assistance to Canadian publishers to offset the costs of publishing Canadian trade books 
that make a significant contribution to the development of Canadian literature. This 
assistance is made available through emerging publisher Grants for small or emerging 
publishers and block grants for established publishers. Book publishers receiving 
emerging publisher grants or block grants are also eligible to apply for translation grants 
and author promotion tour support. Information sheets on the latter two programs are 
available on request from the Writing and Publishing Section. 


2. Translation grants: Within its mandate to promote and disseminate the arts in Canada, the 
Canada Council for the Arts provides financial assistance for the first translation of literary 
works written by Canadians. Translation must be into French, English or a Native 


language with a view to the publication of the works in Canada. 
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3. Author promotion tours 2000: for eligible titles — The Canada Council for the Arts 
provides support to book publishers participating in the book publishing support program 
for a portion of the costs of promotion tours that give greater public and media exposure 
to their current publication programs. Support is available for tours by Canadian authors, 
illustrators, or translators of titles eligible for Canada Council for the arts book publishing 


support. Support is not available for writers who own or are employed by the publishing 
house making the application. 


4. Co-Operative projects in writing and publishing: This program provides financial 
assistance for co-operative promotion projects that increase public awareness of, and 
access to, Canadian writing, books and periodicals or that directly enhance the ability of 


writers or publishers to create, produce and disseminate Canadian literature. 
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APPENDIX E 
HOW BOOKS ARE DISTRIBUTED IN CANADA 


Retailers: 
Independent 
: : Bookstores 
I E 
Authors: Publishers Chains: 
À Canadian-owned: LICE. 4e 
Alice Munro Renaud-Bray 
Marie-Claire Blai aus North 49 Books 
arie-Claire Blais agency titles 


Pegasus 
Nicolas Hoare 


Foreign-owned Box Store: 
John Grisham se Chapters 
Simenon se Indigo 
See own titles 
Other Channels: 
Ms as Online: 
F Chapters.ca 
eC Indigo.ca 
Book Clubs- 
Mail Order- 
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APPENDIX F 
THE ROLE OF THE COMPETITION ACT 


This appendix examines the possible role of the Competition Act and the Competition Bureau in the 
evolving distribution of books in Canada and, by extension, the place of the Act and Bureau in the 
study currently being undertaken by the Heritage Committee. 


There seem to be two “bottom line” questions connected with the study of book selling in Canada. 
The first has to do with the effects of Chapters (and other large book selling chains and, possibly, new 
technologies) on the provision of Canadian-authored books to Canadians. The second has to do with 
the viability of independent Canadian booksellers in the face of new competition. The two are not 
necessarily related. The Competition Bureau is concerned only with the second, and then only if there 
is anything unfair, in a strictly legal sense, about the competition from Chapters. 


The mandate of the Competition Bureau is to maintain and encourage fair competition in Canada and 
ensure that Canadian businesses are in conformity with the laws under the Bureau’s jurisdiction. The 
primary law of concern to the Competition Bureau! is the Competition Act. As section 1.1 of the Act 
states: 


The purpose of this Act is to maintain and encourage competition in Canada in order to 
promote the efficiency and adaptability of the Canadian economy, in order to expand 
opportunities for Canadian participation in world markets while at the same time recognizing 
the role of foreign competition in Canada, in order to ensure that small and medium-sized 
enterprises have an equitable opportunity to participate in the Canadian economy and in order 


to provide consumers with competitive prices and product choices. 


The emphasis is on competition, and by competition the Bureau means the process of competition. 
Instead of trying to safeguard a place for the established, small and medium-sized players in an 
industry, the Competition Bureau will try to curb any anti-competitive behaviour by large firms that 
would put smaller players — whether established firms or potential entrants — at a disadvantage. 


Anyone wishing the Bureau to intervene in an industry must be able to prove that anti-competitive 
behaviour is present in the industry. It is not enough to point to the large size of a market participant 
and argue that the firm could abuse its position (although the Bureau will certainly watch the practices 
of a participant whose market share is large’ and growing). 


‘ The others are the Consumer Packaging and Labelling Act, the Textile Labelling Act and the Precious Metals 


Marketing Act. 


2 The Competition Bureau often uses 35% as the market share that would trigger concern. 
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The Competition Bureau, constrained by the Competition Act, concerns itself with both criminal and 
civil matters. Those that could be relevant to the book industry are listed in table 3.2 below: 


Table 3.2 
Concerns of the Competition Bureau as Constrained by the Competition Act 


Criminal Offences Civil Matters 


| 


Abuse of dominant position 
Exclusive dealing 

Refusal to deal 

Mergers 


* Conspiracy to fix prices or price fixing 
¢ Misleading advertising (for severe offences) 
+ Predatory pricing 


Under 1999 amendments to the Competition Act, misleading advertising can also be considered a civil 
matter, which involves an easier test for the existence of an offence. 


Again, mere size in terms of market share is not enough to indicate abuse in an industry. Firms can 
and do become large in an industry by being dynamic and innovative, two traits that the Competition 
Bureau would like to foster in an industry. On the other hand, a large firm could become larger by 
squeezing smaller firms out of the industry, a possibility addressed by the Competition Act. Of the 
concerns listed above, critics and competitors of Chapters most often point to the possible abuse of 
dominant position as the pressing concern. 


For abuse of dominant position to arise, three elements must be present’: 


1. One or more persons substantially or completely control a class or species of business in 


Canada or any area of the country; 


2. such person or persons have engaged or are engaged in a practice of anti-competitive acts; 


and 


3.the effect of the practice is to lessen, or is likely to lessen, competition substantially in à 


market (section 79). 


Section 78 of the Act contains a list of specific acts considered anti-competitive, but this list 1s not 
exhaustive, so the Bureau has scope to examine any practice of a firm for a possible negative impact 
on competition. Because abuse of dominant position is a civil matter, proof is based on the “balance 
of probabilities.” rather than “beyond a reasonable doubt” as would be the case for a criminal matter. 
Note that for element 3 above, the focus is on the substantial lessening of competition. It is possible 
for an entrant in an industry, by being more efficient, to drive out many incumbents; this is certainly 
a substantial effect on those firms that are driven from the industry, but there is no immediate 
presumption that the cause has been an abuse of dominant position. 


+ This discussion is from Margaret Smith, Mergers and Abuse of Dominant Position, Library of Parliament, 
Current Issue Review 91-3E, revised 10 September 1998; and Robert S. Nozick, The 2000 Annotated 
Competition Act, Toronto: Carswell (Thomson Professional Publishing), 1999. 
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APPENDIX G 
ECONOMIC CONSIDERATIONS 


Books are cultural artifacts. But they are also products that are made and sold like many other 
products. Because it is often difficult — some would say impossible — to disentangle the cultural 
and commercial dimensions of books, discussions of the book industry often run at cross-purposes. 
This Appendix tries to clear up the discussion by temporarily setting aside the cultural side of books 
and examining the purely economic influences on the industry. 


The demand for books and hence the size of the market depend on several factors. The average age 
and level of education of the population are important factors, but these are primarily demographic 
factors which take time to change; income and relative prices are the classic economic influences, and 
these can change in the short run. 


Charts | and 2 show movements in two income series: real Gross Domestic Product (that is, GDP 
after removing the influence of price changes) and real disposable income per capita (that is, total real 
personal income after removing income taxes and other non-discretionary deductions divided by the 
population), from 1980 to 1998. 


Chart 1 - Real GDP, 1992=100 (millions of doilars) 
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Source: Statistics Canada, National Economic and Financial Accounts and Parliamentary Research Branch 


Both charts show the adverse pressures put on booksellers since the late 1980s. Chart 1 shows the 
recession that began at that time and took several years for a recovery in the broad income measure 
of real GDP. Chart 2 shows a potentially negative influence on book sales because per capita real 
disposable income fell from the end of the 1980s and, despite an increase in recent years, has yet to 


recover to its 1989 peak. 
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Chart 2 - Real Disposable income Per Capita (1992 dollars) 
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The other negative economic influence on the demand for books has been movements in relative 
prices (that is, the price of books relative to the price of alternative purchases of goods or services). 
Probably the most notable influence on the relative price of books has been the introduction of the 
Goods and Services Tax in January 1991. With a few exceptions, the most significant being food, the 
GST was put on almost all goods and services purchased by Canadians. Books thus lost the tax-free 
status they had long enjoyed. 


As almost all booksellers in Canada offer non-Canadian books, the movement of exchange rates, 
especially that for the U.S. dollar, is an important influence on relative book prices. Since 1991, the 
Canadian dollar has depreciated with respect to the U.S. dollar, making books imported from the U.S. 
more expensive; in 1991, one Canadian dollar bought 87 cents (U.S.); in 1998, one dollar bought only 
67.5 cents. ; 


APPENDIX H 


SELECTED CANADIAN BOOK INDUSTRY 
CHRONOLOGY, 1991-2000 


1991 


* January 
— The federal Goods and Services Tax takes effect. 


1992 


« January 


— Communications Minister Perrin Beatty introduces the “net benefit” policy on foreign ownership 
in the book industry. 


— The federal government promises to increase publishing grants from $38 million to $140 million 
over five years and to amend the Copyright Act to prevent sourcing outside of Canada. 


+ September 
— Peter and Diane Waldock launch national wholesaler, North 49 Books. 


+ December 
— CanCopy issues its first cheques to creators, worth $185,000. 


1993 


+ February 
— Raincoast Books launches wholesaling division, Book Express. 


¢ March 
— The federal government phases out the book postal rate, announcing a new postal subsidy program 


targeted at Canadian publishers only. 


° April | 
— Funding cutbacks at the Canada Council bring an end to the National Book Festival. 


+ September | 
_ Nelson Canada acquired John Wiley & Sons Canada’s school list, thereby further concentrating 


school publishing. 


+ November | | 
_ Montreal’s Champigny book chain buys the Flammarion bookstore chain. 
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1994 


+ February 
— The federally owned Canadian Development Investment Corporation sells a majority stake in 
Ginn Publishing to Paramount in the United States. 


+ May 
— Pathfinder Capital and Canadian General Capital buy SmithBooks for $21.5 million. 


* August 
— SmithBooks proposes buying Coles and merging, creating a 434-store chain. 


1995 


+ February 
~The federal government cuts support for publishing programs by 50%. The government also 
announces that the BPIDP and PDAP will be merged and further reduced in 1996. 


* March 
— The Bureau of Competition Policy approves the merger of Coles and SmithBooks. The new chain, 
renamed Chapters Inc., quits the Canadian Booksellers Association. 


+ June 
— Tom Bullen opens Canada’s first independent book superstore — a 23,000-square-foot outlet in 
downtown Vancouver. 


+ November 
— Chapters Inc. opens its first superstore in Brampton, Ontario. 


1996 


+ January 
—U.S. book retailer, Borders, abandons plans for an expansion into Canada after federal officials 
reject a proposed partnership with former Cott Corp. executive, Heather Reisman. 


+ Spring 
— U.S. book retailer, Barnes & Noble, acquires a 20% stake in Chapters Inc. 


+ Summer 
— Quebec bookstore chain Renaud-Bray closes three of eight stores after filing for bankruptcy 
protection. 


- August 
— Heather Reisman announces plans for her own chain of book superstores. 


+ December 
— Chapters Inc. raises $40 million with its initial public offering. 
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ips We 


+ September 


— Heather Reisman’s book superstore chain, Indigo, opens its first store in Burlington, Ontario. 


1998 


* January 


— The Canada Council announces top-ups to publishers’ 1997-98 grants after receiving $125 million 
in new money from the federal government. 


¢« March 


— Chapters Inc. takes over the management of McGill University Bookstore, marking its entry into 
the campus sales market. 


+ October 
— Chapters Inc. launches its first website, www.chaptersglobe.com. 


1999 


+ March 
— Toronto’s 106-year-old Albert Britnell Book Shop closes its doors. 


+ April 
— Chapters Inc. launches www.chapters.ca. 


+ May 
— Chapters Inc. announces the formation of Pegasus Wholesale. Chapters holds an 82% stake in the 
new company. 


— The B.C. mini-chain Duthie Books files for bankruptcy protection, then later drops to a single 
location (from 10 at its peak). 


+ June 
— Renaud-Bray acquires rival Quebec book chains Champigny and Garneau. 


+ September ate 
— Chapters Inc. raises $46 million for its online division with an initial public offering. 


— Copyright legislation (Bill C-32) takes effect after 10 years of negotiations. The regulations 
require booksellers to place orders with Canadian suppliers first, but publishers must meet a set of 


service standards. 


+ October | | 
_ Book of the Month Club shuts its Canadian operation after 23 years. 


+ November 
— Pegasus Wholesale Inc. announces th 
its creation does not contravene the Competition Act. 


at Industry Canada’s Competition Bureau has confirmed that 
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2000 


+ January 
— The Canadian Manda Group signs a partnership agreement with Pegasus Wholesale Inc. to sell the 
wholesaler’s offerings to traditional bookstore outlets as well as to nontraditional bookstore outlets | 
throughout Canada. 


+ February 
— Indigo drops plans for initial public offering because of concerns over a “soft market.” 
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APPENDIX I 
SITE VISIT REPORT 


Location: Pegasus Wholesale Inc. 
100 Alfred Kuehne Boulevard 
Brampton, Ontario, L6T 4K4 


Guides: Dennis Zook, CEO 
Michael Harkins, Senior Vice-President, Operations 
Nigel Berrisford, Senior Vice-President, Purchasing 
Peter Strachan, Vice-President and General Manager 
William Hanchar, Vice-President, Finance and Chief Financial Officer 


Guests: David Black, Consultant 
Kevin Burns, Consultant 


On 8 May 2000, the Committee’s research consultants visited Pegasus Wholesale Inc.’s warehouse 
facilities in Brampton, Ontario. What follows is an account of their tour. 


Pegasus Wholesale Inc. is a giant operation. The building is more than 308,000 square feet and 
includes a mezzanine of an additional 150,000 square feet. The design allows for a further expansion 
of two additional floors within the existing warehouse shell. The steel shelves are stacked high with 
wooden pallets containing some 500,000 different titles. At any given time the warehouse contains 
about six million volumes. During the Christmas period this climbs to 10 million items. When the 
operation is working at full capacity, Pegasus can receive and ship one million books in every 24-hour 


period. 


There are approximately 500 full-time equivalent staff members and there are about 150 working at 
any given time. This increases during the book industry's busiest season around Christmas. The 
warehouse operates around the clock. The operating style is to process deliveries of books within 24 
hours of receiving them. This means that all deliveries from publishers are scheduled according to a 
pre-arranged timetable. Large trucks roll up to one of the 16 docking bays. As they leave the truck, 
each box of books is scanned. A sample copy of each book is measured and weighed before the box 
is moved into the highly automated system by a forklift truck.' The machines that do the boxing have 
to know the dimensions of a book in order to create the correct size and shape of box or padded 


envelope. 


Each individual book is given a price sticker, if it does not already have one, before it is sent to a 
predetermined location in the warehouse. This is where the book will be stored until it is needed for 
an order and this is when a complex system of loading, sorting, boxing and delivery begins. The 


‘ Knowing the weight is important in this process because it is one of the fail-safe methods for catching errors 


later down the line. 
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warehouse is not like a library with books on a certain topic in a certain area. The layout is designed 
to create efficient access for the most popular titles. 


Pegasus is fully automated. All the bar code readers are on a radio frequency. This means that the 
information they read from each box or book is updated in real time in a central computer. Each day, 
Pegasus staff process the orders that have been received by the computerized ordering system. This 
is a first-come, first serve system. Since all the information is in bar code format, none of the 
operators, pickers, stackers, or loaders knows if the order is destined for a Chapters store or for any 
other client. 


Orders are assembled to make for the most efficient loading and packing. A giant series of conveyor 
belts keep two sets of boxes in constant motion on each belt. One set of boxes is the original packing 
cases from the publisher and these come is all sizes. The other is a single size Pegasus order box that 
will eventually be filled by hand by a picker. The picker scans the label on the empty Pegasus box and 
then scans the label on one of the books in the publisher’s box. A screen lights up above each box 
indicating the number of copies of the book that the picker must put into the box. 


As each box winds its way around the conveyor belt, and this is a very long journey, it is loaded by 
pickers who follow the packing information encoded on the label and as indicated by the lights above 
each box. The system has an automatic mechanism for checking for errors. Each book is weighed as 
it enters the warehouse enabling the ordering system to calculate not only the titles and the number 
of copies that should be included in each box, but also the exact total weight the box should be when 
it is filled. As it nears the end of its journey on the conveyor belt the box is finally scanned and 
weighed. If the actual weight of the box does not match the estimated weight on the packing slip it is 
diverted for a manual check. The error rate is less than 2% with this system, although dramatic 
changes in humidity or temperature, or publishers who reprint books on a different thickness of stock 
can create enough of a weight difference for the box to be diverted for a manual check. 


Once the order is complete and found to be accurate, the boxes are put on a pallet by the loading dock 
for delivery by Canada Post. The objective is to have the orders completed within a 24-hour period. 
Each Chapters store receives two or three deliveries a week, depending on the season. From order to 
delivery takes between 3 to 5 days for those stores at the eastern and western end of the country. 
Pegasus plans to open a western hub for its operations in Manitoba west to further reduce delivery 
times. 


Chapters.ca orders are processed every four hours by staff working at terminals in another section of 
the warehouse. These orders are filled in a more conventional manner since most are for one or two 
volumes. Pickers walk the aisles pulling off each title and packing them by hand, and even gift- 
wrapping them if this is part of the order. 


Pegasus is a huge, highly automated operation. The systems that have been developed are built on the 
most efficient use of time and fast stock turnaround. One of the goals of the company is to set the 
standard for automation and reliability in Canadian warehousing systems. Books are the core 
business, but DVD, videos and sound recordings are beginning to account for more business. The 
long-term plan is to add even more lines of products as Chapters.ca expands the kinds of products it 
sells on-line. 


Chapters and Chapters.ca remain the company’s principal clients. Pegasus is actively marketing itself 
to attract other bookstores as well as library and institutional clients. 
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APPENDIX J 


THE IMMEDIATE CONSEQUENCES OF 
ELECTRONIC COMMERCE 


There is little up to date information about the sale of books over the Internet in Canada. From the 
information that is available it is possible to prepare a rough estimate of Internet sales in Canada over 
the past year. A reasonable estimate would be as follows: 


+ Chapters.ca $38.7M! 
° Amazon.com $15M? 
¢ Indigo.ca $15M° 

+ Others $7M? 


While this figure is clearly an estimate it seems reasonable to assume that Internet sales of books in 
Canada were at least $70M during the past year. They could be considerably higher but they are 
certainly not less than $40M. 


If the average independent bookstore has sales of approximately $700,000 then the estimate of $70M 
in Internet sales represents (on average) the total sales of approximately 100 independent book stores. 


Impact of these changes 


If the net profit of an independent bookstore is approximately 2% of sales (e.g., $14,000 on sales of 
$700,000), it is possible to quantify the modest level of change represented by changes in technology 
(e.g., Internet sales or POD) to see how quickly the 2% profit margin will evaporate. For example, 
the store only has to lose about five sales a day ($10 per sale is $50 per day; for 300 days is $15,000) 
for a year to move from being profitable to losing money. 


' Publicly available figures for sales for period ending April 2000. 

2 Conversation with Larry Stevenson February 2000 

° Estimate 

4 This is a cautious estimate. The 
Canadians so it would be unreas 
Borders, and Barnes & Noble and so on) would be less than $7M. 


Web sites at Barnes & Noble and Borders are visited by a large number of 
onable to imagine that sales of all other Web sites (e.g., Renaud-Bray, 
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APPENDIX K 
PUBLISHER AND WHOLESALER DISCOUNTS 


Books can be ordered directly from publishers or from one or more wholesalers. When booksellers, 
libraries or schools order books, they typically receive discounts based on the number of books 
ordered. This Appendix illustrates the potential difference between ordering books from three 
separate publishers, or buying the same books from a wholesaler. 


Many publishers use a sliding-scale when selling books. Thus, the greater the number of books 
ordered, the higher the discount. Because an industry standard for discounts, however, does not exist, 
discounting practices tend to differ from one publisher to the next. For example, one publisher might 
offer a 20% discount on orders of less than 10 books, and 40% on orders of 10 copies or more, 
whereas another might offer a 40% discount on orders of less than 50 books, and 50% on orders 
greater than 50 copies. ' 


Table K-1 shows the total discount received in a scenario where three orders for 70 books are placed 
with three different Canadian publishers (with each book worth $10 retail). Due to differing 
discounting scales (and allowing for freight expenses), the discount received for this order of 210 
books would be about 32.1%. 


Table K-1 
Total Discount Received when Buying Directly From a Publisher 


Cost to store Discount Discount 


Publisher 


Publisher A 

Publisher B 70 
Publisher C 294 42.0 
Subtotal 714 34.0 
Freight n/a n/a 


Total 210 674 32.1 7 


Table K-2 illustrates the total discount received if a book buyer purchased these same 210 books from 
a wholesaler who offered a flat rate discount of 42%. In this instance the order is large enough to 
qualify for free shipping. Furthermore, the net discount is 42% overall versus the 32% that would 
have been received if the books had been ordered directly from each publisher. 


See the Canadian Booksellers Association’s CBA Source Book, 1999 for examples of publisher, distributor and 


wholesaler discounts. | 
2 The data for this example were included in an 8 May 


research team by Pegasus Wholesale. 


2000 information package provided to Committee's 
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Table K-2 
Total Discount Received when Buying Directly From a Wholesaler 


Books Retail Cost to store Discount Discount 
Publisher a $ $ $ % 
7 
Publisher A 70 700 406 294 42.0 
Publisher B 70 700 406 294 42.0 
Publisher C 70 700 406 294 42.0 
Subtotal 210 2,100 1,218 882 42.0 
Freight n/a n/a 0 n/a n/a 
Total 210 2,100 1,218 882 42.0 
L 51 Me FA 


These two tables help demonstrate why booksellers and other book buyers may sometimes use 
wholesalers rather than publishers. It should be noted, however, that certain book titles will always 
be purchased directly from the publisher, particularly those that are ordered in large enough quantities 
to qualify for higher discounts. Nevertheless, if a bookseller is placing weekly or monthly orders, it 
is sometimes advantageous for the buyer to place a single order with one wholesaler, rather than 
multiple orders with numerous publishers. 
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REQUEST FOR GOVERNMENT 
RESPONSE 


Pursuant to Standing Order 109, the Committee requests that the government provide a 
comprehensive response to this report. 


A copy of the relevant Minutes of Proceedings of the Standing Committee on Canadian Heritage 
(Meetings Nos. 11, 12, 13, 14, 16, 18, 19, 21, 22, 24, 35, 36 and 39, which includes this report) is 
tabled. 


Respectfully submitted, 


Clifford Lincoln, M.P. for Lac-Saint-Louis 


Chair 
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SUPPLEMENTARY OPINION OF THE BLOC 
QUEBECOIS TABLED TO THE STANDING 
COMMITTEE ON CANADIAN HERITAGE IN 
THE FRAMEWORK OF ITS STUDY ON 
BOOK PUBLISHING 


The Bloc Québécois is very sensitive to the concerns of the book publishing sector as presented in 
this report. 


The Bloc has reminded the Heritage Committee that the cultural sector, including book publishing, 
comes under provincial jurisdiction. 


Quebec in particular has already taken the initiative of implementing, and successfully, a certain 
number of measures to support the book publishing sector in Quebec. 


Hence, the Bloc Québécois fully understands why the Heritage Committee is eager to recommend to 
the federal government that it take steps to support the Canadian book publishing sector. 


But the Bloc Québécois considers it necessary to reiterate its understanding from the Committee's 
proceedings that none of the recommendations in this report must be interpreted as challenging the 
authority or jurisdiction of the provinces, or as opposing or attempting to replace measures already 
established in Quebec, where the National Assembly is the sole authority on cultural policies and 
measures of Quebec. 
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DISSENTING OPINION FROM WENDY LILL, 
CULTURE CRITIC FOR THE NDP 


I would like to begin by congratulating those who made oral and written submissions, my colleagues 
on the Committee, and especially the Committee Chair, for their on-going interest in this critical 
cultural endeavour the production and distribution of Canadian books. This dissenting opinion is not 
being written to diminish the work of the Committee but to touch on a few issues which were not 


addressed in the report, and to comment on issues which the Committee could not find the appropriate 
consensus to address. 


I support the main Committee report sections which would decrease book returns to publishers, 
improve our libraries, improve copyright, and update the technological capacity of the industry to deal 
with the changing marketplace for books. I hope the government acts on these reforms with dispatch. 


The shortcomings of the report fall into three areas: 


1) the lack of recommendations concerning the need for a cultural component, implemented 


by the Competition Bureau, under a revised Competition Act, 


2) the lack of a direct comment on why the hearings were called in the first place: the creation 
of Pegasus by Chapters and how this has effected the financial viability of independent 


bookstores and small publishers, 


3) The lack of a government strategy to protect the considerable investment Canadians have 
made in Canadian books, authors and publishers if the “dominant player” in the industry 


finds itself in financial trouble. 


The government has already conceded that our international trading agreements, especially NAFTA 
and the WTO, do not adequately protect the unique creations of Canadian culture. In response to this 
situation the government is proposing that a separate cultural mechanism be created on the 


international scene to protect a country’s cultural diversity. 


Curiously, there is strong resistance to suggestions that we apply the principle at the domestic level. 
It is imperative that the Competition Act be changed to allow for a cultural component within the 
Competition Bureau while examining cultural sectors. The goal of this component would be to 
safeguard the availability of diverse Canadian opinions, Canadian books and to a wide variety of 


Canadian cultural products to Canadians. 
A recommendation, which would have addressed this, would have read: 


(Not included) Recommendation 3.2 


The Committee recommends that the Departments of Canadian Heritage and Industry Canada 
together draft the appropriate changes to the Competition Act to change the criteria used by the 
Competition Bureau to make consideration of national cultural objectives mandatory when dealing 
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with the Canadian book industry. And this recommendation could serve as a model for other cultural 


industries. 


The Committee tried to deal with structural problems in the book industry without addressing the 
most serious concern that many witnesses brought to our attention: that the Chapters/Pegasus | 
relationship, and their dominant position in the market, threatens the future economics of writing, 
publishing and selling books in Canada. When near-monopoly situations have developed in other 
industries — such as telecommunications or the airline industry — the government reacted by 
enacting some form of public safeguards. This report fails to suggest such actions for the book sector, 
and that weakens other good recommendations. 


Finally, there was a scenario given to the committee by several presenters, including publishers and 
retailers, which the report failed to address; namely the crisis our publishers, authors and the book 
buying public would face if Chapters/Pegasus should ever find itself in financial difficulty. 


While the main report calls for the Investment Act to continue to protect against foreign domination 
of the book sector, the power that Chapters and Pegasus currently have over the industry requires 
stronger solutions. 


It is our responsibility to insure the protection of the $1 Billion government investment (over the last 
30 years) in Canadian books. The paramount goal of maintaining Canadian control of this sector 
should be an over-riding theme of government policy at all times. 
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MINUTES OF PROCEEDINGS 


Thursday, June 8, 2000 
(Meeting No. 39) 


The Standing Committee on Canadian Heritage met in camera at 11:05 a.m. this day, in Room 209, 
West Block, the Vice-Chair, Dennis Mills, presiding. 


Members of the Committee present: Mauril Bélanger, Paul Bonwick, Sarmite Bulte, Pierre de Savoye, 
Wendy Lill, Rick Limoges, Clifford Lincoln, Inky Mark, Dennis Mills, Alex Shepherd. 


Acting Member present: Roy Cullen for Bryon Wilfert. 


In attendance: From the Library of Parliament: Joseph E. F. Jackson and Terrence J. Thomas, 
Researchers. Consultants: David Black and Kevin Burns. 


Pursuant to Standing Order 108(2), Consideration of the Canadian Book Publishing Industry. 
The Committee proceeded to consider the motion of Caroline St-Hilaire. 


On motion of Caroline St-Hilaire, it was agreed, — That the Standing Committee on Canadian Heritage 
review, upon its return from summer recess, the demands of various women’s group in the context of 
the World Women’s March 2000; and that the Researchers prepare background materials on this issue. 


The Committee proceeded to consider the draft report on its Canadian Book Industry Study. 
It was agreed, — That the Committee provide a title to the Clerk by Tuesday, June 13, 2000. 


It was agreed, — That the Committee request a Government Response to the Report, pursuant to 
Standing Order 109. 


It was agreed, — That the draft report, as amended, be adopted as the Committee’s second report and 
that the Chair present the Report to the House. 


It was agreed, — That the Committee print 1,500 copies of its Report in tumble format. 
It was agreed, — That a News Release be issued and a News Conference organized. 


It was agreed, — That dissenting opinions be submitted to the Clerk by Tuesday, June 13, 2000, at 
12:00 p.m., in both official languages. 


It was agreed, — That the Committee retain the professional services of a French Editor to review the 
French version of the text for a maximum of $2,500.00 for the period between June 8 to June 12, 2000. 


At 12:45 p.m., the Committee adjourned to the call of the Chair. 


Normand Radford 
Clerk of the Committee 
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